University of Mississippi

eGrove
Newsletters

American Institute of Certified Public Accountants
(AICPA) Historical Collection

1992

Illustrations of the disclosure of information about
financial instruments with off-balance sheet risk
and financial instruments with concentrations of
credit risk : a survey of the application of FASB
statement no. 105; Financial report survey, 46
Leonard Lorensen

Follow this and additional works at: https://egrove.olemiss.edu/aicpa_news
Part of the Accounting Commons, and the Taxation Commons
Recommended Citation
Lorensen, Leonard, "Illustrations of the disclosure of information about financial instruments with off-balance sheet risk and financial
instruments with concentrations of credit risk : a survey of the application of FASB statement no. 105; Financial report survey, 46"
(1992). Newsletters. 208.
https://egrove.olemiss.edu/aicpa_news/208

This Book is brought to you for free and open access by the American Institute of Certified Public Accountants (AICPA) Historical Collection at
eGrove. It has been accepted for inclusion in Newsletters by an authorized administrator of eGrove. For more information, please contact
egrove@olemiss.edu.

Financial Report Survey
January 1992

Illustrations of the Disclosure of
Information About Financial
Instruments With
Off-Balance-Sheet Risk
and Financial Instruments
With Concentrations of Credit
Risk
A Survey of the Application of FASB Statement No. 105

Leonard Lorensen, CPA

AICPA____________

American Institute of Certified Public Accountants

NOTICE TO READERS
This is a publication of the staff of the American Institute of Certified Public
Accountants and is not to be regarded as an official pronouncement of the
Institute.

This book is prepared using the NAARS library
available through the AICPA’s Total On-line Tax
Accounting Library (TOTAL).
To obtain information on becoming a TOTAL subscriber
call (212) 575-6393.

Financial Report Survey
January 1992

Illustrations of the Disclosure of
Information About Financial
Instruments With
Off-Balance-Sheet Risk
and Financial Instruments
With Concentrations of Credit
Risk
A Survey of the Application of FASB Statement No. 105

Leonard Lorensen, CPA

American Institute of Certified Public Accountants

Copyright © 1992 by the
American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas, New York, New York 10036-8775
1 2 3 4 5 6 7 8 9 0 IR 9 9 8 7 6 5 4 3 2

Library of Congress Cataloging-in-Publication Data
Lorensen, Leonard.
Illustrations of the disclosure of information about
financial instruments with off-balance sheet risk and financial
instruments with concentrations of credit risk: a survey of the
application of FASB statement no. 105 / Leonard Lorensen,
p. cm. — (Financial report survey ; )
"January 1992."
ISBN-0-87051-120-3
1. Financial instruments—United States—Accounting.
2. Disclosure in accounting—United States.
I. American Institute of Certified Public Accountants.
II. Title. III. Series.
HF5681.F54L67 1992
657’ .32—dc20
92-12974
CIP

PREFACE
This publication is part of a series produced by the Institute’s staff through use of the
Institute’s National Automated Accounting Research System (NAARS). The purpose of the series
is to provide interested readers with examples of the application of technical pronouncements.
It is believed that those who are confronted with problems in the application of pronouncements
can benefit from seeing how others apply them in practice.
It is the intention to publish periodically similar compilations of information of current interest
dealing with aspects of financial reporting.
The examples presented were selected from over twenty thousand annual reports stored in the
NAARS computer data base.
This compilation presents only a limited number of examples and is not intended to
encompass all aspects of the application of the pronouncements covered in this survey.
Individuals with special application problems not illustrated in the survey may arrange for special
computer searches of the NAARS data banks by contacting the Institute.
The views expressed are solely those of the staff.

Richard D. Walker
Director, Information Technology
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I
SCOPE AND PURPOSE OF THE SURVEY
This survey is primarily intended to help accountants and auditors apply a pronouncement
recently issued by the Financial Accounting Standards Board (FASB), Statement of Financial
Accounting Standards (Statement) No. 105, Disclosure o f Information about Financial Instruments
with O ff-Balance-Sheet Risk and Financial Instruments with Concentrations o f Credit Risk. FASB
Statement No. 105 is effective for financial statements for years ending after June 15, 1990.

OFF-BALANCE-SHEET RISK
A financial instrument has off-balance-sheet risk if the risk of accounting loss to the entity may
exceed the amount recognized as an asset, if any, or if the ultimate obligation may exceed the
amount that is recognized as a liability in the statement of financial position. The risk exists
because of the possibility that (1) another party to the instrument may fail to perform according
to the terms of the contract (credit risk), or (2) future changes in market prices may make the
instrument less valuable or more onerous (market risk). A financial instrument that has been
recognized as an asset or liability may or may not have off-balance-sheet risk.
Paragraphs 14 and 15 of FASB Statement No. 105 exclude some kinds of financial instruments
with off-balance-sheet risk from the scope of the pronouncement. Examples of instruments that are
included within its scope are loan commitments, standby and commercial letters of credit, financial
guarantees, options, interest-rate caps and floors, receivables sold with recourse, obligations to
repurchase securities sold, futures contracts, interest-rate and foreign currency swaps, and
obligations arising from financial instruments sold short.
FASB Statement No. 105 requires the following information to be disclosed for a financial
instrument with off-balance-sheet risk:
•

The face or contract amount (or notional principal if there is no face or contract amount)

•

The nature and terms, including as a minimum the credit and market risk and the cash
requirements

•

The accounting policy
1

The following additional information is required to be disclosed for an instrument with
off-balance-sheet credit risk:
•

The amount of accounting loss the reporting enterprise would incur if the other party to the
instrument completely failed to perform according to the terms of the instrument and the
collateral proved to be of no value to the reporting enterprise.

•

The reporting enterprise’s policy of requiring collateral and the nature of the collateral.

CONCENTRATIONS OF CREDIT RISK
FASB Statement No. 105 requires the following information to be disclosed for concentrations
of credit risk arising from all financial instruments within the scope of the Statement, including
those that do not have off-balance-sheet risk.
•

Information about the activity, region, or economic characteristic that identifies the
concentration

•

The amount of accounting loss the reporting enterprise would incur if the other parties to
the instruments that make up the concentration completely failed to perform according to
the terms of the instruments and the collateral proved to be of no value to the reporting
enterprise

•

The reporting enterprise’s policy of requiring collateral and the nature of the collateral

SOURCE OF ILLUSTRATIONS
Disclosure of information about financial instruments with off-balance-sheet risk and financial
instruments with concentrations of credit risk in accordance with FASB Statement No. 105 requires
considerable judgment. An accountant or auditor who is confronted with problems in applying the
Statement can benefit from learning how others have applied it in practice. Accordingly, this
survey presents excerpts from recently published annual reports of 124 enterprises that illustrate
the application of the Statement.
The AICPA National Automated Accounting Research System (NAARS) was used to compile
the information. The examples presented were selected from the financial statements stored in the
1990-1991 annual report file. The search frames that were used are presented in the appendix.
In March 1992, the FASB issued Interpretation No. 39, "Offsetting of Amounts Related to
Certain Contracts," which is in part an interpretation of Statement No. 105. Interpretation No. 39
was issued after issuance of the financial statements from which the examples presented in this
survey were taken. The Interpretation discusses the offsetting of amounts recognized for forward,
interest rate swap, currency swap, option, and other conditional or exchange contracts. Some of
the issuing companies may have taken an approach to offsetting such amounts in preparing the
information presented in the examples that conflicts with Interpretation No. 39.
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II
BANKS

Enterprises that provide financial services—especially banks—are parties to a larger variety of
financial instruments with off-balance-sheet risk, and use such instruments more extensively than
enterprises that do not provide financial services. Examples of information disclosed in accordance
with FASB Statement No. 105 by thirty-two enterprises that operate primarily in the field of
banking are presented below. The information is classified according to which of these types of
banks is the primary component of the disclosing enterprise:
•

National Commercial Banks

•

State Commercial Banks

•

Savings Institutions, Federally Chartered

•

Savings Institutions, State Chartered

NATIONAL COMMERCIAL BANKS

BANK OF BOSTON CORPORATION, DECEMBER 31, 1990
Notes to Financial Statements
1. Summary of Significant Accounting Policies
• •• •
The Corporation hedges a significant portion of its exposures to translation gains and losses in
overseas branches and foreign subsidiaries through the purchase of forward exchange contracts and
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through investments in fixed assets and certain securities.
• •• •
Foreign Exchange Trading
Foreign exchange trading positions, including foreign currency spot, forward, future, option and
cross-currency interest rate swap positions are valued at market rates. Net foreign exchange gains
or losses are included in other income.
Interest Rate Contracts
The Corporation enters into futures and forward contracts, including future rate agreements, in
connection with its trading activities and to manage its own interest rate exposure. Contracts and
agreements used in trading activities are carried at market value with gains and losses being
recognized currently in trading profits and commissions. Gains and losses on contracts and
agreements used to hedge against interest rate exposure are deferred and amortized over the hedged
period as a component of interest income or expense.
The Corporation enters into interest rate swap agreements in connection with its trading
activities, including providing these products to its customers, and to manage its own interest rate
exposure. Agreements in connection with trading activities are carried at market value with gains
or losses included in trading profits and commissions. Income or expense on agreements used to
manage interest rate exposure is accrued over the life of the agreement as an adjustment to interest
income or interest expense.
The Corporation purchases and writes interest rate options in connection with its trading
activities, including providing these products to its customers, and to manage its own interest rate
exposure. Options include such products as interest rate caps and floors, options on interest rate
swaps, options on interest rate caps and floors, and options on United States Treasury and other
securities. Options in connection with trading activities are carried at market value with gains and
losses included in trading profits and commissions. Gains and losses on agreements used to manage
interest rate exposure are amortized over the hedge period as a component of interest income or
expense.
• •• •
9. Notes Payable
December 31,
(in thousands)

1990

1989

PARENT COMPANY:
• •• •
Subordinated equity contract notes, due
August 1997 (issued August 1987)

132,255

150,000

Subordinated notes, due September 2000
(issued August 1988)

150,000

150,000

$1,090,378

$1,608,442

• •• •

••• •
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The Corporation’s equity contract notes bear interest at 9.50%. At the time of the issuance of
these notes, the Corporation entered into an interest rate swap agreement which effectively
converted this fixed rate obligation into a floating rate obligation. Such interest rate was 8.06% at
December 31, 1990.
The Corporation’s subordinated notes due September 2000 are redeemable at par in 1995 and
bear interest at 10.30%. At the time of issuance of these notes, the Corporation entered into an
interest rate swap agreement that for the first seven years will effectively convert the fixed interest
rate to a floating interest rate. At December 31, 1990, such interest rate was 8.52%. In addition,
the Corporation has sold an option covering the last five years of the term of the debt that would
allow the counterparty to enter into an interest rate swap transaction with the Corporation that
would also effectively convert the notes from a fixed to a floating interest rate.

17. Financial Instruments With Off-Balance-Sheet Risk
In the normal course of business, there are outstanding a number of financial instruments with
off-balance-sheet risk. These instruments represent various degrees and types of risk to the
Corporation including credit, interest rate, foreign exchange rate and liquidity risk. The
commitments involving interest rate and foreign exchange rate contracts are entered into in
connection with the Corporation’s trading activities, to provide certain of these products to its
customers, and to manage its own interest rate and foreign exchange exposure. The exposure to
interest rate and foreign exchange risk with respect to trading activities is limited by entering into
offsetting contracts or by other hedging techniques. Additional information with respect to these
financial instruments is included in Management’s Financial Review on pages 46 through 48. [The
additional information is omitted from this survey].
A summary of significant financial instruments with off-balance-sheet risk is as follows:

(in thousands)
Fee based or otherwise legally binding
commitments to extend credit(l)
Standby letters of credit and
foreign office guarantees(2)
Commercial letters of credit
Foreign exchange contracts:
Commitments to purchase foreign
currencies and U.S. dollar exchange
Options:
Written
Purchased
Notional value of cross currency
interest rate swaps
Interest rate contracts:
Futures and forwards
Notional value of interest rate swaps
Options:
Written
Purchased

1990

December 31
1989

$12,200,000

$16,300,000

1,800,000
820,000

2,040,000
870,000

18,300,000

40,500,000

970,000
1, 000,000

2,030,000
1,700,000

190,000

170,000

20,300,000
8,700,000

20,400,000
9,180,000

10,600,000
9,000,000

11,600,000
9,000,000

(1) Net of participations conveyed to others of $810,000 in 1990 and $239,000 in 1989.
(2) Net of participations conveyed to others of $450,000 in 1990 and $560,000 in 1989.
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19. Concentrations of Credit Risk
Approximately half of the Corporation’s business activity is with customers located within the
New England region. As of December 31, 1990, the Corporation’s loans and commitments to lend
secured by commercial real estate properties were approximately $4.4 billion. Approximately
two-thirds of this amount is related to properties in the New England region. Repayment, for the
majority of the portfolio, relies on the ultimate sale, operation or refinancing of the underlying
property. As of December 31, 1990, the Corporation also had approximately $4.2 billion of loans,
commitments to lend and mezzanine and venture capital investments to finance highly leveraged
transactions (HLTs), as defined by federal bank regulatory agencies. The HLT portfolio is
diversified, consisting of over 20 industries. When entering into such financings, the Corporation
may obtain collateral as deemed necessary based on management’s credit evaluation. Such
collateral varies, but may include securities, receivables, inventory, fixed assets, personal property
or real estate. There are no other significant concentrations of credit risk.

CENTRAL FIDELITY BANKS INC., DECEMBER 31, 1990
Central Fidelity Banks, Inc. and Subsidiaries
Notes to Financial Statements
Note 1. Summary of Significant Accounting Policies
• •• •

Trading Account Securities
Trading account securities are carried at market value. Interest rate futures, options, and
forward contracts used in trading activities are carried at market value. These contracts, used in
the management of interest rate exposure, are purchased and sold on a matched-off basis only.
Interest earned on trading account securities is reflected as "Interest on trading account securities"
in the Statement of Consolidated Income. Gains and losses arising from the sale of trading account
securities and adjustments to market are included in "Profits on securities held for sale and trading
account securities."
Interest Rate Swaps
The Company utilizes interest rate swaps to manage its interest rate exposure. Income or
expense associated with interest rate swap agreements is recognized over the life of the swap
agreement as a component of interest income or interest expense.
• •••

Note 16. Off-Balance Sheet Items, Commitments and Contingent Liabilities
In the normal course of business, there are outstanding various financial instruments which
involve elements of credit and interest risk, to varying degrees, that are not recognized in the
Consolidated Balance Sheets. These financial instruments include commitments to extend credit,
standby letters of credit, interest swaps, options, and forward and exchange rate contracts. At
December 31, 1990, the Company had outstanding loan commitments and standby letters of credit
approximating $905,971,000 and $157,528,000, respectively. The notional value of interest rate
swaps, options, and forward and exchange rate contracts were approximately $134,257,000 at that
date. To meet the financing needs of its customers and to reduce its own exposure to fluctuation
in interest rates, the Company controls and monitors the credit risk of its financial instruments
through credit approvals, limits, and the same credit policy procedures as it does for
on-balance-sheet instruments. No material losses are anticipated as a result of these transactions.
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The Company’s loan portfolio is comprised of credit extensions principally to customers in the
Commonwealth of Virginia.
• •••

CORESTATES FINANCIAL CORP., DECEMBER 31, 1990
Notes to the Financial Statements
(dollar amounts in thousands)
1. Summary of Significant Accounting Policies
• •••

International Operations
Forward exchange contracts are valued at current rates of exchange. Gains or losses on forward
exchange contracts intended to hedge an identifiable foreign currency commitment are deferred and
included in the measurement of the related foreign currency transaction. All other gains or losses
on forward exchange contracts are included in the consolidated statement of income.
Currency gains and losses in connection with foreign loans and deposit contract transactions,
which are included in interest income and expenses, are recognized pro rata over the contract terms.
Foreign currency translation adjustments are recorded directly to retained earnings. The cumulative
foreign currency translation gain was $3,845, $2,077 and $3,739 at December 31, 1990, 1989 and
1988, respectively.
Interest rate swaps and futures
Interest rate swaps and futures are entered into as hedges against specific assets, liabilities or
anticipated transactions. Gains or losses resulting from early terminations are deferred and amortized
over the remaining term of the underlying assets or liabilities. Any fees received or disbursed which
represent adjustments to the yield on the interest rate swap are capitalized and amortized over the
term of the interest rate swap.

15. Commitments and Contingent Liabilities
In the normal course of business, there are outstanding commitments and contingent liabilities
which are not reflected in the financial statements. Commitments and contingent liabilities include
financial instruments which involve, to varying degrees, elements of credit, interest rate and
liquidity risk. These do not represent unusual risks for the Corporation and management does not
anticipate any significant losses as a result of these transactions.
The following is a summary of the contract or notional amount of significant commitments and
contingent liabilities:
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December 31,

Standby letters of credit, net of
participations (a)
Commercial letters of credit
Commitments to extend credit (b)
Unused commitments under credit
card lines
Futures and forward contracts (c):
Commitments to purchase
Commitments to sell
Commitments to purchase foreign
and U.S. currencies (d)
Interest rate swaps, notional
principal amounts (c)
Interest rate caps (e)

1990

1989

$1,077,397
550,565
3,583,152

$1,230,099
514,471
4,804,958

4,107,684

3,382,146

1,269,825
30,128

790,899
587,798

833,400

879,224

4,471,980
584,124

2,887,186
426,374

(a) Standby letters of credit (SBLC) are used in various transactions to enhance the credit standing
of the Corporation’s customers and are subjected to the same risk, credit review and approval
process as loans. SBLC’s are irrevocable assurances that the Corporation will make payment in the
event that a customer cannot perform its contractual obligations to third parties.
(b) Commitments to extend credit represent the Corporation’s obligation to fund commercial and
real estate loans, including home equity lines, lines of credit, revolving lines of credit and other
types of commitments.
(c) Interest rate futures and forward contracts, and interest rate swaps are used by the Corporation
in connection with its asset and liability management.
Futures and forward contracts involve an agreement to buy or sell at a future date the notional
principal amount of a specific financial instrument at a contracted price. However, at settlement
there is no requirement to deliver the financial instrument, rather settlement is in cash. Gains and
losses on these contracts are deferred and amortized over the life of the specific asset, liability or
transaction hedged.
Interest rate swaps involve an agreement to exchange fixed and variable rate interest payments
based on a notional principal amount and maturity date. The differential between the fixed and
variable rate is included as interest income or expense of the asset or liability being hedged.
The risk associated with futures and forward contracts and rate swaps, if any, arises from the
possible failure of the counterparty to make payment at settlement on those contracts and swaps
which are favorable to the Corporation. The Corporation’s exposure to counterparty failure at
December 31, 1990 was $47,000. The risk of counterparty failure is controlled by limiting
transactions to an approved list of counterparties.
(dj Commitments to purchase foreign and U.S. currencies are primarily trading activities. These
foreign exchange contracts are structured similar to interest rate futures and forward contracts. The
risk associated with a foreign exchange contract arises from the counterparty’s ability to make
payment at settlement and that the value of a foreign currency might change in relation to the U.S.
dollar. The Corporation’s exposure, if any, to counterparty failure equals the current replacement
cost of the contract. At December 31, 1990 the replacement cost of the Corporation’s foreign
exchange contracts was $8,200.
(e) Interest rate caps are written by the Corporation to enable customers to transfer, modify or
reduce their interest rate risk. Interest rate caps are similar to interest rate swaps except that
payments are made only if current interest rates move above or below a predetermined rate. The
risk associated with interest rate caps is an unfavorable change in interest rates. The Corporation
generally minimizes this risk by entering into offsetting cap positions that essentially counterbalance
each other.
• •• •
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HUNTINGTON BANCSHARES INCORPORATED, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
1. Accounting Policies
• •• •

Interest Rate Swaps, Futures, Forwards and Options: Huntington is party to interest rate futures,
options, forward contracts and interest rate swap agreements. Interest rate swaps and futures are
designated by Huntington as hedges of interest rate exposure, and, as such, income derived from
these instruments is recognized as an adjustment to interest income or expense of the hedged
instrument. Option contracts are carried at market value with realized and unrealized gains and
losses included in other income. Forward contracts are used in mortgage banking activities for the
delivery of mortgages on the secondary market. Gains and losses on these contracts are included
in mortgage banking income.
• •••

10. Off-Balance Sheet Transactions
Huntington is party to financial instruments with off-balance sheet risk in the normal course of
business to meet the financing needs of its customers and to reduce its own exposure to fluctuations
in interest rates. These financial instruments include commitments to extend credit, standby letters
of credit, interest rate swaps, and forward and futures contracts. These instruments involve, to
varying degrees, elements of credit and interest rate risk in excess of the amount recognized in the
consolidated balance sheet. The contract or notional amounts of those instruments reflect the extent
of involvement Huntington has in particular classes of financial instruments.
Huntington’s maximum exposure to credit loss for commitments to extend credit and standby
letters of credit is represented by the contractual notional amount of those instruments. Huntington
uses the same credit policies in making commitments and conditional obligations as it does for
on-balance sheet instruments. For interest rate swap transactions and forward and futures contracts,
the contract or notional amounts do not represent exposure to credit loss. Huntington controls the
credit risk of its interest rate swap agreements and forward and futures contracts through credit
approvals, limits, and monitoring procedures.
The following table outlines Huntington’s off-balance sheet exposure at December 31, 1990:

(in millions)

Outstanding at
December 31, 1990

Financial instruments whose contract amounts
represent credit risk:
Commitments to extend credit:
Commercial
Real Estate Construction
Consumer
Standby letters of credit
Commercial letters of credit

$1,601
191
1,032
271
157
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Outstanding at
December 31, 1990
Financial instruments whose notional or contract
amounts exceed the amount of credit risk:
Futures contracts
Interest rate swap agreements
Forward contracts

$

230
779
247

Commitments to extend credit generally have fixed expiration dates or other termination clauses
and may require payment of a fee. Since many of the commitments are expected to expire without
being drawn upon, the total commitment amounts do not necessarily represent future cash
requirements. Huntington evaluates each customer’s creditworthiness on a case-by-case basis.
Collateral is obtained based on management’s credit evaluation of the customer. Collateral held
varies but may include accounts receivable, inventory, property, plant, and equipment, and
income-producing commercial properties. Commitments to lend to individuals are generally
immediately cancelable and/or are secured by residential properties.
Standby letters of credit are conditional commitments issued by Huntington to guarantee the
performance of a customer to a third party. Those guarantees are primarily issued to support public
and private borrowing arrangements, including commercial paper, bond financing, and similar
transactions. Most of these guarantees mature within five years. Approximately seventy-four
percent of these standby letters of credit are collateralized.
Commercial letters of credit represent short-term, self-liquidating instruments in support of trade
with maturities of no longer than ninety days. These instruments are normally secured by the
merchandise or cargo being traded.
Forward and futures contracts are contracts for delayed delivery of securities or money market
instruments in which the seller agrees to make delivery at a specified future date of a specified
instrument, at a specified price or yield. Risks arise from the possible inability of counterparties
to meet the terms of their contracts and from movements in securities values and interest rates.
Huntington enters into interest rate swap agreements in managing its interest rate exposure.
Interest rate swap transactions generally involve the exchange of fixed and floating rate interest
payment obligations without the exchange of the underlying principal amounts.

MERCANTILE BANCORPORATION INC., DECEMBER 31, 1990
Mercantile Bancorporation Inc. and Subsidiaries
Notes to Financial Statements
Note N—Financial Instruments with Off-Balance-Sheet Risk
The Corporation is, in the normal course of business, a party to certain off-balance-sheet
financial instruments with inherent credit and/or market risk. These instruments, which include
commitments to extend credit, standby letters of credit, interest options written, interest futures
contracts and foreign exchange contracts, are used by the Corporation to meet the financing needs
of its customers and, to a lesser degree, to reduce its own exposure to interest rate fluctuations.
These instruments involve, to varying degrees, credit market risk in excess of the amount
recognized in the Consolidated Balance Sheet.
Financial instruments with off-balance-sheet credit risk for which the contract amounts represent
potential credit risk were as follows:
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1990

December 31
1989
(Thousands)

1988

Commitments to extend credit
Commercial
Consumer

$1,256,275
1,513,559

$1,354,562
1,743,134

$1,443,673
1,495,651

Total

$2,769,834

$3,097,696

$2,939,324

Standby letters of credit

$ 223,357

$ 229,436

$ 253,078

The Corporation’s maximum exposure to credit loss under commitments to extend credit and
standby letters of credit is the equivalent of the contractual amount of those instruments. The same
credit policies are used by the Corporation in granting commitments and conditional obligations as
are used in the extension of credit. For interest options written, interest futures contracts and foreign
exchange contracts, the contract or notional amounts of $10,200,000, $12,000,000 and $95,334,000,
respectively, at December 31, 1990, do not represent exposure to credit loss. The Corporation
controls the credit risk of these instruments through established credit approvals, risk control limits
and other monitoring procedures.
Commitments to extend credit are legally binding agreements to lend to a borrower as long as
the borrower performs in accordance with the terms of the contract. Commitments generally have
fixed expiration dates or other termination clauses and may require payment of a fee. As many of
the commitments are expected to expire without being drawn upon, the total commitment amount
does not necessarily represent future cash requirements. Included in consumer commitments are
the unused portions of lines of credit for credit card and home equity credit line loans.
Standby letters of credit are commitments issued by the Corporation to guarantee specific
performance of a customer to a third party. At December 31, 1990, over 96% of the Corporation’s
commitments under standbys matured within five years.
Collateral is required for both commitments and standby letters of credit in accordance with the
normal credit evaluation process based upon the creditworthiness of the customer and the credit risk
associated with the particular transaction. Collateral held varies, but may include commercial real
estate, accounts receivable, inventory and equipment.
Off-balance-sheet commitments of the Corporation relating to interest rate and foreign exchange
contracts are generally entered into on behalf of customers and result in the Corporation being in
a matched position. Credit risk in the transactions is minimal; market risk to the Corporation could
result from the non-performance by the counterparty to a contract.

NBD BANCORP INC., DECEMBER 31, 1990
NBD Bancorp, Inc.
Notes to Financial Statements
1. Summary of Significant Accounting Policies
• •••

(H) Interest Rate Contracts:
The Corporation enters into a variety of interest rate contracts to manage interest rate exposure
(hedge transactions) and as a source of fee income (customer accommodation transactions). Net
income or expense associated with these contracts is accrued over the life of the contract and
included in "Net Interest Income" for hedge transactions and "Non-Interest Income-Other" for
customer accommodation transactions.
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(I) Foreign Currency Exchange and Translation:
••••

Foreign exchange positions on forward contracts are valued monthly at market rates and the
unrealized gain or loss is included in "Non-Interest Income-Other."
(J) Letters of Credit and Guarantees:
In the normal course of business, the Corporation issues and participates in letters of credit and
financial guarantees. Fees are accrued over the life of the agreement and included in "Non-Interest
Income-Other."
••••

10. Interest Rate and Foreign Exchange Contracts
The Corporation enters into financial future, interest rate swap, option and foreign exchange
contracts to manage exposure to loss from fluctuations in interest and foreign exchange rates.
Fluctuations in market value of these contracts, due to changes in interest and currency exchange
rates, offset or mitigate risk of loss from changes in the value of the Corporation’s earning assets
and interest bearing liabilities. In addition, contracts are entered into to accommodate risk
management needs of customers. Market risk for customer transactions is minimized by entering
into offsetting positions.
Financial futures are contracts for the future delivery of securities or other financial instruments
at a specified price or yield. Futures contracts totaled $128,671,000 at December 31, 1990, and
were used to manage interest rate exposure.
Interest rate swaps are contracts to exchange fixed rate for floating rate interest payments for
a specified time period on a specified (notional) amount. The notional amount of interest rate swaps
outstanding at December 31, 1990, was $1,664,759,000. Of these contracts, $737,922,000 were for
interest rate management purposes. The remaining $926,837,000 consisted of customer
accommodation contracts providing for payment of variable rates and receipt of fixed rates on
$463,959,000 notional amount, offset by contracts providing for receipt of variable rates and
payment of fixed rates on $462,878,000 notional amount.
Options are contracts that allow the holder to purchase or sell a financial instrument, at a
specified price, prior to expiration of the contract. Caps and floors are options under which the
holder will receive the interest rate differential when a specified benchmark rate exceeds the cap
rate or falls below the floor rate. The writer of an option charges a fee at the outset of the contract
in exchange for assuming the risk of an unfavorable change in the price of the financial instrument
or interest rate underlying the option. Written options outstanding were $202,555,000 at December
31, 1990. Of the contracts, $80,500,000 were used for interest rate management purposes. The
remaining $122,055,000 consisted of customer accommodation contracts, which were offset by
option contracts purchased.
Foreign exchange contracts are agreements to exchange different currencies at specified future
dates and rates. The Corporation manages its exposure to changes in exchange rates by establishing
overall limits for each currency. At December 31, 1990, the total U.S. dollar equivalent of all
contracts to buy and sell foreign currency was $2,254,933,000.
Income from revaluing forward and spot foreign exchange positions to market amounted to
$8,769,000 in 1990, $7,374,000 in 1989 and $4,512,000 in 1988 and was classified as "Non-Interest
Income-Other."
11. Commitments and Contingencies
A Commitment to extend credit obligates the Corporation to advance funds to a customer
providing there is compliance with the terms of the commitment. Commitments generally have fixed
expiration dates or other termination clauses, permit the customer to borrow at a market rate of
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interest and require payment of a fee. Unused commitments totaled $7,253,846,000 at December
31, 1990. Since many commitments typically expire without being funded, the total does not
necessarily represent future cash requirements.
A standby letter of credit is a conditional commitment issued to guarantee contractual
performance by a customer to a third party. It is typically issued to back commercial paper, bond
financing and similar transactions of public and private borrowers. Total standby letters of credit
outstanding at December 31, 1990, were $889,693,000. The Corporation does not expect, in the
normal course of business, to be required to fund these commitments.
A commercial letter of credit is a commitment issued to facilitate the shipment of goods from
seller to buyer by guaranteeing payment to the seller. Absent inability of the buyer to perform,
fund disbursement to the seller occurs simultaneously with receipt of funds from the buyer.
Commercial letters of credit outstanding were $201,260,000 at December 31, 1990.
Collateral requirements for the above commitments are based on credit evaluation of the
customer.
••••

12. Concentrations of Credit Risk
In the normal course of business, the Corporation enters into transactions exposing it to credit
risk. At December 31, 1990, the maximum credit exposure for transactions of $26.1 billion and
unfunded commitments of $8.4 billion was well diversified geographically and by industry, as
shown in the following tables.
Geographic Distribution
Metropolitan Detroit
Outstate Michigan
Illinois
Ohio
Indiana
Foreign
U.S. Government
All Other

23 %
17
11

4
3
9
17
16
100 %

Industry Distribution
Automotive related manufacturing
Other manufacturing
Financial Institutions
Commercial Construction
and Real Estate
Wholesale Trade
Transportation Services
Professional Services
Other Commercial
Residential Mortgages
Other Consumer
U.S. Government
Other Government

6%
10

10
7
5
3
3
9
8

19
17
3
100 %
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NORWEST CORPORATION, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
1. Summary of Significant Accounting Policies
••••
Interest Rate Futures, Caps and Floors and Forward Contracts
The corporation uses interest rate futures, caps and floors and forward contracts as part of its
overall interest rate risk management strategy. Realized gains and losses on positions used in the
management of specific asset and liability positions in banking operations are deferred and
amortized over the terms of the items hedged as adjustment to interest income or interest expense.
Realized gains and losses on positions used as hedges in mortgage banking operations are deferred
and recognized when the related mortgages are sold. Positions which are not hedges of specific
assets, liabilities or commitments are valued at market and the resulting gains or losses are
recognized currently.
The corporation also uses option agreements as part of its overall risk management strategy.
Premiums paid on purchased put options which qualify as hedges are deferred and amortized over
the term of the contracts. Purchased options for uncovered puts are marked to market daily with
the loss limited to the amount of the option fee. Losses are recognized currently on put options sold
when the market value of the underlying security falls below the put price plus the premium
received. A premium received on a covered call option sold is deferred until the contract is
exercised, or if the market value of the related asset is less than the carrying value thereof, at which
time the premium is recorded as an adjustment of the gain or loss recognized. If the contract
expires the premium is recorded in other non-interest income. Uncovered calls sold are marked to
market daily with the gain limited to the amount of the option fee.
Interest Rate Swaps
The corporation and its subsidiaries have entered into interest rate swaps as a tool to manage
the interest sensitivity of the balance sheet. The contracts represent an exchange of interest
payments and the underlying principal balances of the assets or liabilities are not affected. Net
settlement amounts are reported as adjustments to interest income or interest expense.
• •••
10. Long-Term Debt 1990-89
Long-term debt at December 31 consisted of:
In millions

1990

1989

100.0

100.0

100.0

100.0

807.1

712.6

Norwest Corporation (parent company only)
• •• •
9 1/4 Subordinated Capital Notes due 1997
Floating Rate Subordinated Capital Notes
due 1998
••••
Total
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••••
The corporation has entered into interest rate swap agreements to exchange the fixed interest
rate on $50 million of the 9¼ percent Subordinated Capital Notes for a floating rate through 1997.
The 9¼ percent Subordinated Capital Notes coupled with the interest rate swap agreements provide
the corporation with $50 million of funds at an effective net interest rate of the six-month London
Interbank Offered Rate (LIBOR) plus 0.44 percent.
The interest on the Floating Rate Subordinated Capital Notes due 1998 is determined
semi-annually at the six-month LIBOR plus 0.1875 percent.
• •• •
In connection with the issuance of the Floating Rate Subordinated Capital Notes due 1998, the
corporation has entered into interest rate swap agreements to exchange the floating rate on the notes
for fixed interest rates. These agreements total $100 million in notional amount and have original
maturities ranging from eight to ten years. The Floating Rate Subordinated Capital Notes due 1998,
coupled with the interest rate swap agreements, provide the corporation with funds at an effective
net interest rate of 8.39 percent to 8.89 percent.
14. Commitments and Contingent Liabilities
••••
To meet the financing needs of its customers and as part of its overall risk management
strategy, the corporation is a party to financial instruments with off-balance sheet risk. These
financial instruments include commitments to extend credit, options, standby letters of credit,
interest rate futures, caps and floors and interest rate swaps and forward contracts. These
instruments involve elements of credit and interest rate risk in excess of amounts recognized in the
financial statements.
The corporation’s exposure to credit loss in the event of nonperformance by the other party to
the financial instrument for commitments to extend credit and standby letters of credit and financial
guarantees written is represented by the contractual notional amount of those instruments. The
corporation uses the same credit policies in making commitments and conditional obligations as it
does for on-balance-sheet instruments. For interest rate futures, caps, floors, and swap transactions,
forward contracts and options written, the contract or notional amounts do not represent exposure
to credit loss. The corporation controls the credit risk of its interest rate futures, caps, floors and
swaps, forward contracts and option contracts through credit approvals, limits, and monitoring
procedures.
A summary of the contract or notional amounts of these financial instruments at December 31,
is as follows:(*)
In millions
Commitments to extend credit
Standby letters of credit(*)
Other letters of credit
Interest rate swaps
Interest rate caps and floors
Option contracts:
Obligations to purchase
Obligations to sell

1990

1989

$3,333.3
891.1
223.1
901.7
2,431.6

3,204.7
1,111.8
236.7
410.2
603.5

—
636.5

11.6
10.0

(*) Total standby letters of credit are net of participations in standby letters of credit sold to
other institutions of $159.9 million in 1990 and $124.8 million in 1989.
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Commitments to extend credit generally have fixed expiration dates or other termination clauses
and may require payment of a fee. Since many of the commitments are expected to expire without
being drawn upon, the total commitment amounts do not necessarily represent future cash
requirements. The amount of collateral obtained is based on management’s credit evaluation of the
counter-party. Collateral held varies but may include accounts receivable, inventory, property, plant
and equipment, and income-producing commercial properties.
Standby letters of credit and financial guarantees written are conditional commitments issued
by the corporation to guarantee the performance of a customer to a third party. Outstanding standby
letters of credit at December 3 1 , 1990 supported $322.1 million of industrial revenue bonds, $124.0
million of supplier payment guarantees, $127.1 million of performance bonds and $317.9 million
of other obligations of unaffiliated parties with maturities up to 16 years, nine years, ten years and
24 years, respectively. Risks associated with such standby letters of credit are included in the
evaluation of overall credit risk in determining the allowance for credit losses.
The collateral requirements are essentially the same as that involved in extending loan facilities
to customers.
Interest rate caps and floors written by the corporation enable customers to transfer, modify,
or reduce their interest rate risk. Interest rate options are contracts that allow the holder of the
option to purchase or sell a financial instrument at a specified price and within a specified period
of time from the seller or "writer" of the option. As a writer of options, the corporation receives a
premium at the outset and then bears the risk of an unfavorable change in the price of the financial
instrument underlying the option.
Interest rate swap transactions generally involve the exchange of fixed and floating rate interest
payment obligations without the exchange of the underlying financial instrument. The corporation
becomes a principal in the exchange of interest payments with other parties and, therefore, is
exposed to loss should the counter party default. The corporation minimizes this risk by performing
normal credit reviews on its swap customers and minimizes its exposure to the interest rate risk
inherent in customer swap transactions by entering into offsetting swap positions that essentially
counterbalance each other.
Entering into interest rate swap agreements involves not only the risk of dealing with
counterparties and their ability to meet the terms of the contracts but also the interest rate associated
with unmatched positions. Notional principal amounts often are used to express the volume of these
transactions, but the amounts potentially subject to credit risk are much smaller.
As part of its overall risk management strategy, the corporation does not believe it has any
significant concentrations of credit risk.

STATE COMMERCIAL BANKS

AMSOUTH BANCORPORATION, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
AmSouth Bancorporation and Subsidiaries
Years Ended December 31, 1990, 1989 and 1988
Note A
Summary of Significant Accounting Policies
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Interest Rate Exchange Agreements
AmSouth, from time to time, enters into interest rate exchange agreements ("swaps") to hedge
imbalances among certain assets and liabilities as to their sensitivity to fluctuating interest rates.
Gains or losses on early terminations of swaps are deferred and amortized as yield/rate adjustments
over the original life of the swap. Net gains and losses on hedging transactions are recognized as
yield/rate adjustments of the hedged assets or liabilities.
Futures and Forward Contracts
Gains and losses on futures and forward contracts that qualify as hedges are deferred and
recognized as an adjustment of the carrying amount of the hedged asset or liability or anticipated
transaction. If instruments being hedged by futures or forward contracts are disposed of, any
unamortized gains or losses on such contracts are included in the determination of the gain or loss
from the disposition. Other futures and forward contracts are stated at market value. Changes in
market value are recognized in other operating revenues.
• •• •

Note J
Off-Balance Sheet Financial Agreements
AmSouth enters into a variety of financial instrument agreements to help customers manage
their exposure to interest rate and foreign currency fluctuations, and finance international activities.
The corporation also trades in similar instruments to manage its exposure to changes in interest and
foreign exchange rates, as well as to profit from arbitrage opportunities.
Futures and forward contracts provide customers and AmSouth a means of managing the risks
of changing interest and foreign exchange rates. These contracts represent commitments either to
purchase or sell securities, other money market instruments, or foreign currency at a future date and
at a specified price. AmSouth is subject to the market risk associated with changes in the value of
the underlying financial instrument as well as the risk that another party will fail to perform. The
gross contract amount of futures and forward contracts represents the extent of the corporation’s
involvement. However, those amounts significantly exceed the future cash requirements as the
corporation intends to close out open positions prior to settlement and thus is subject only to the
change in value of the instruments. The gross amount of contracts represents AmSouth’s maximum
exposure to credit risk.
Interest rate swaps are agreements to exchange interest payments computed on notional
amounts. Swaps subject the corporation to market risk associated with changes in interest rates,
as well as the risk that another party will fail to perform. Interest rate caps and floors are contracts
in which a counterparty pays or receives a cash payment from another counterparty if a floating rate
index rises above or falls below a predetermined level.
Market risk resulting from a position in a particular off-balance sheet financial instrument may
be offset by other on- or off-balance sheet transactions. AmSouth monitors overall sensitivity to
interest rate changes by analyzing the net effect of potential changes in interest rates on the market
value of both on- and off-balance sheet financial instruments and the related future cash flow
streams. The corporation manages the credit risk of counterparty defaults in these transactions by
limiting the total amount of arrangements outstanding, both by individual counterparty and in the
aggregate, by monitoring the size and maturity structure of the off-balance sheet portfolio, and by
applying the credit standards maintained for all activities with credit risk.
The following table identifies the gross contract or notional amounts of off-balance sheet
financial instruments:
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December 31, 1990
(In Millions)
Forward contracts—commitments to sell
Notional amount of interest rate exchange agreements:
Receive fixed rate
Receive variable rate
Forward foreign exchange contracts:
Commitments to purchase
Commitments to sell
Foreign exchange contracts—written options sold

$ 80.4
357.5
37.5
21.6

19.9
15.0

BARNETT BANKS INC., DECEMBER 31, 1990
Notes to Financial Statements
Consolidated-Barnett Banks, Inc. and Affiliates
P. Financial Instruments
The company originates financial instruments with off-balance-sheet risk in the normal course
of business, usually for a fee, primarily to meet the financing needs of its customers. These financial
instruments include commitments to extend credit, letters of credit and assets sold with recourse,
and involve varying degrees of credit risk in excess of the amounts reflected in the Statements of
Financial Condition.
Commitments to extend credit are contractual obligations to lend to a customer as long as all
established contractual conditions are satisfied. Commitments generally have fixed expiration dates
or other termination clauses.
Standby letters of credit and financial guarantees are conditional commitments issued by the
company to guarantee the performance of a customer to a third party. Standby letters of credit and
financial guarantees are generally terminated through the performance of a specified condition or
through the lapse of time.
Commercial letters of credit are conditional commitments issued by the company to guarantee
payment by a customer to a third party upon proof of shipment or delivery of goods as agreed.
Commercial letters of credit are used primarily for importing or exporting goods and are terminated
when proper payment is made by the customer.
The company originates and services residential mortgage loans to be sold in the secondary
market. Some of these residential mortgages are sold with provisions for recourse. Residential
mortgages sold with recourse are conventional mortgages underwritten by the company in
accordance with its usual credit and collateral policies.
The company’s exposure to credit loss in the event of non-performance by the other party to
commitments to extend credit, standby letters of credit, commercial letters of credit and loans sold
with recourse is represented by the contractual or notional amount of these instruments. As these
off-balance-sheet financial instruments have essentially the same credit risk involved in extending
loans, the company generally uses the same credit and collateral policies in making these
commitments and conditional obligations as it does for on-balance-sheet instruments. Since many
of the commitments to extend credit, standby letters of credit, commercial letters of credit and loan
recourse provisions are expected to expire without being drawn upon, the contractual or notional
amounts do not represent future cash requirements.
At December 31, 1990 financial instruments having credit risk in excess of that reported in the
Statement of Financial Condition are as follows:
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Contractual or
Notional Amounts

Dollars in Thousands

$2,159,536
950,934
72,786
439,793

Commitments to extend credit
Standby letters of credit and financial guarantees
Commercial letters of credit
Loans sold with recourse

BSD BANCORP INC., DECEMBER 31, 1990
Notes to Consolidated Financial Statements
Note 4. Loans and Off-Balance Sheet Risk
• •••

To meet the financing needs of its customers, the Company is party to financial instruments
with off-balance sheet risk in the normal course of business. Under generally accepted accounting
principles, the consolidated balance sheet does not include the amounts of credit risk associated with
those positions. The Company’s exposure to credit loss in the event of non-performance by the
other party to the financial instrument for commitments to extend credit and standby letters of credit
is represented by the contractual amounts of those instruments.
Commitments to extend credit are agreements to lend to a customer as long as there is no
violation of any condition established in the contract. Included in such commitments are
undisbursed balances of commercial loans and real estate construction loans. Commitments
generally have fixed expiration dates or other termination clauses and may require payment of a fee.
The Company evaluates each customer’s credit worthiness on a case-by-case basis. The amount
of collateral obtained, if deemed necessary by the Company upon extension of credit, is based on
management’s credit evaluation. Collateral held varies but may include cash, marketable securities,
accounts receivable, inventory, equipment, and real estate.
Standby letters of credit are conditional commitments issued by the Company to guarantee the
performance of a customer to a third party. The credit risk involved in issuing letters of credit is
essentially the same as that involved in extending loan facilities to customers. Similar to
commitments to extend credit, the Company holds various types of collateral supporting those
commitments for which collateral is deemed necessary. Since many of the commitments are
expected to expire without being drawn upon, the total commitment amounts do not necessarily
represent future cash requirements.
The Company’s off-balance sheet credit risk at December 31, 1990 was as follows:
Undisbursed commercial loans
Undisbursed real estate construction loans
Undisbursed equity and other lines of credit
Standby letters of credit

$39,318,000
43,962,000
10,146,000
7,733,000

Nearly all of the Company’s loan customers are in Southern California. The Company’s
commercial loan portfolio is diverse as to the industries represented. At December 31, 1990, the
Company had real estate construction loans totalling $146.2 million. The real estate portfolio
includes credits to many different borrowers for a number of different project types. The residential
portfolio includes primarily single family loans, a large portion of which are concentrated at the
entry level of the residential markets. The commercial portfolio includes small strip centers, small
apartment, and industrial buildings. The Company does not extend credit for large, multi-tenant
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commercial office buildings.
The Company’s underwriting standards require that borrowers contribute reasonable equity and
that residential projects rely on sellout, rather than property valuation appreciation, for success.
Income producing projects must qualify for permanent financing from sources other than the
Company.

CHEMICAL BANKING CORPORATION, DECEMBER 31, 1990
Chemical Banking Corporation and Subsidiaries
Notes to Financial Statements
NOTE 1. Summary of Significant Accounting Policies
••••

Foreign Exchange Trading
Foreign exchange trading positions, including spot, forward and option contracts, are valued
monthly at prevailing market rates, and the resulting profits and losses are included in Foreign
Exchange Trading Profits.
• •• •

Interest Rate Swaps
Interest rate swap agreements are entered into to serve customers and for the Corporation’s own
asset/liability management. Interest rate swaps for customers are carried at market value, with the
revaluation gains and losses reported in Trading Account Profits. Fees related to the assumption of
credit risk and for ongoing servicing are separately identified and taken into income over the term
of the swap as Fees for Other Banking Services. The net swap settlement on interest-rate swaps
used in asset/liability management is accrued as an adjustment to interest expense.
Interest Rate Futures and Options
Interest rate instruments, such as futures contracts and options, are entered into in conjunction
with trading account and arbitrage activities, to serve customers and for asset/liability management
purposes. Changes in the market value of such contracts are recorded in Trading Account Profits.
Market value changes on futures contracts used in asset/liability management are reflected as
components of interest income or expense; if such contracts meet the accounting criteria for a
hedge, changes in market value are deferred and amortized over the period of interest-rate risk
exposure.
• •••

NOTE 12. Long-Term Debt
The table below summarizes the long-term notes and debentures held by third parties. The rates
in effect at December 31, 1990 for those issues which have floating interest rates are shown in
parentheses:
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Maturity
December 31 (in millions)

Date

1990

1989

1991
1993

100
100

100
100

1997

155

157

$3,233

$2,970

Chemical Banking Corporation
Parent Company:
• •• •
9 1/2% Notes (a)
9.55% Senior Notes (a)
••••
Subsidiaries:
• •• •
Texas Commerce Bancshares,
Inc.:
Floating Rate Senior Notes
(9.64%) (b)
• •••
Total Long-Term Debt

(a) These fixed rate notes have been effectively converted to floating rate instruments through
interest rate swap agreements.
(b) These floating rate notes have been effectively converted to fixed rate instruments through
interest rate swap agreements.
• •••
Chemical Banking Corporation (Parent Company)
• •• •
The Corporation enters into interest rate swaps for certain debt issues in order to manage
exposure to interest rate movements. As a result of these swap arrangements, the effective interest
rates may differ from the coupon rates reflected in the table. In conjunction with the issuance of
the 9 1/2% Notes due 1991 and the 9.55% Senior Notes due 1993, the Corporation entered into
interest rate swap agreements which have effectively converted such fixed-rate borrowings into
floating-rate borrowings.
• •• •
Subsidiaries
Texas Commerce Bancshares, Inc. entered into an interest rate swap agreement on its Boating
Rate Senior Notes due 1997 which, along with purchase accounting adjustments, effectively
converted the interest rate from a floating rate to a fixed rate of 10.61% through 1955.
• •• •
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NOTE 24. Financial Instruments with Off-Balance Sheet Risk
The Corporation utilizes various financial instruments with off-balance sheet risk to meet the
financing needs of its customers, to generate profits and to reduce its own exposure to fluctuations
in interest and currency rates. These financial instruments, many of which are so-called
"off-balance sheet" transactions, involve to varying degrees, credit and interest rate risk in excess
of the amount recognized as either an asset or liability in the statement of financial position.
Credit risk is the possibility that a loss may occur because a party to a transaction failed to
perform according to the terms of the contract. Interest rate and currency risk is the possibility that
future changes in market prices will cause a financial instrument to be less valuable or more
onerous. The Corporation attempts to manage the interest rate and market risks inherent in such
contracts through many different means, including entering into contracts intended to offset a
position or the risks inherent in open contract positions.
The Corporation controls the credit risk arising from these instruments through its credit
approval process and through the use of risk control limits and monitoring procedures. The
Corporation uses the same credit policies when entering into financial instruments with off-balance
sheet risk as it does for on-balance sheet instruments. It evaluates each customer’s credit worthiness
on a case by case basis. If collateral is deemed necessary to reduce credit risk, the amount and
nature of the collateral obtained is based on management’s credit evaluation of the customer.
Collateral held varies but may include cash, investment securities, accounts receivable, inventory,
property, plant, equipment and real estate.
The accompanying table summarizes the significant commitments and off-balance sheet
financial instruments at December 31, 1990.
Contractual
or
Notional
Amount
(in billions)
Financial instruments whose contractual amounts
represent credit risk:
Unfunded commitments to extend credit
Standby letters of credit and guarantees written
Financial instruments whose contractual or notional
amounts exceed the amount of credit risk:
Commitments to purchase foreign exchange
Commitments to sell foreign exchange
Interest rate and currency swaps
Interest rate caps and floors:
Purchased
Sold
Future rate agreements:
Purchased
Sold
Forwards, futures and options: (a)
Commitments to purchase
Commitments to sell

$ 30.0
6.0

219.5
(225.0)
110.0
26.0
(33.9)
75.6
(74.8)
35.5
(86.3)

(a) The net difference between the contractual and notional amounts for commitments to
purchase and sell forwards, futures and options is primarily due to short-term hedging activities.
Unfunded commitments to extend credit are agreements to lend to a customer who has complied
with predetermined conditions articulated in the contract. Commitments generally have fixed
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expiration dates or other termination clauses and may require payment of a fee. At December 31,
1990, 88% of the Corporation’s unfunded commitments expire in less than five years. The
Corporation’s maximum exposure to credit loss under unfunded commitments to extend credit is
represented by the contractual amounts shown on the previous table. Since many of the
commitments are expected to expire without being partially or fully drawn upon, the commitment
amount shown does not necessarily represent the future cash requirements of the Corporation.
Standby letters of credit and guarantees written are conditional commitments issued by the
Corporation generally to guarantee the performance of a customer to a third party in borrowing
arrangements, such as commercial paper, bond financing, construction and similar transactions. The
credit risk involved in issuing standby letters of credit is essentially the same as that involved in
extending loan facilities to customers and may be reduced by participation to third parties. At
December 31, 1990, approximately $197 million of standby letters of credit had been participated
to others. At December 3 1 , 1990, 80% of the Corporation’s standby letters of credit and guarantees
written expire in less than five years. The Corporation also holds collateral to support those standby
letters of credit and guarantees written for which collateral is deemed necessary.
Commitments to purchase or sell foreign exchange are contracts for the future receipt or
delivery of foreign currency at previously agreed upon terms. Risk relates to the inability of the
counterparty to meet the terms of each contract and the risk associated with changes in the market
values of the underlying currency. To reduce its exposure to market risk, the Corporation enters
into offsetting positions which essentially counterbalance each other. The exposure to credit loss
for foreign exchange commitments can be estimated by calculating the cost, on a present value
basis, to replace at current market rates all profitable contracts outstanding. At December 3 1 , 1990
the Corporation’s exposure to credit loss from commitments to purchase and sell foreign exchange
was $7.8 billion.
Interest rate swap transactions generally involve the exchange of fixed- and floating-rate
payment obligations without the exchange of the underlying principal amounts. Though swaps are
also used as part of asset and liability management, most of the interest rate swap activity arises
when the Corporation enters into these contracts as trading instruments. The Corporation also acts
as an intermediary for customers in the interest rate swap market. The Corporation maintains a
portfolio of swaps with a variety of customers and others active in the market and, therefore, is
exposed to loss (credit risk) should one of the parties default. The Corporation minimizes its
exposure to interest rate risk inherent in interest rate swaps by entering into offsetting swap
positions or other instruments that essentially counterbalance each other.
When discussing interest rate and foreign exchange transactions, notional principal amounts
often are used to express the volume of activity. However, the amounts potentially subject to credit
risk are significantly smaller. The exposure to credit loss for interest rate and currency swap
contracts can be estimated by calculating the cost, on a present value basis, to replace at current
market rates all profitable contracts outstanding. The Corporation’s estimate of the exposure for
interest rate and currency swap transactions at December 31, 1990 is $2.3 billion. There may be
considered day to day variation in exposure because of changes in the market expectations of future
interest rates.
Interest rate caps, floors and options are contracts which allow for purchasers to transfer, modify
or reduce their interest rate risk in exchange for a premium paid to the seller when the contract is
initiated. As a writer of interest rate caps, floors and options, the Corporation receives a premium
in exchange for bearing the risk of unfavorable changes in interest rates. To reduce its exposure
to the interest and market risks related to the purchase of interest rate caps, floors and options, the
Corporation enters into offsetting positions in interest rate caps, floors and options.
Future rate agreements are contracts to exchange payments on a certain future date, based on
a market interest rate on that date. The lifespan of these agreements is almost always less than two
years. The Corporation is exposed to both credit and interest rate risks from future rate agreements.
The Corporation minimizes its exposure to interest rate risk from future rate agreements by selling
future rate agreement contracts which essentially counterbalance each other.
Forwards and futures are contracts for delayed delivery of securities or money market
instruments in which the seller agrees to deliver on a specified future date, a specified instrument,

23

at a specified price or yield. When the Corporation enters into forwards and futures, risk arises
from the possible inability of counterparties to meet the terms of their contracts and from
movements in securities values and interest rates. These risks are mitigated for those forward and
futures contracts purchased through organized exchanges, and therefore the Corporation’s credit risk
on these contracts lies in the risk that the exchange may default. Futures contracts settle in cash
daily; therefore, there is minimal credit risk to the Corporation.
Disclosures of Significant Group Concentrations of Credit Risk
Concentrations of credit risk arise when a number of customers are engaged in similar business
activities, or activities in the same geographic region, or have similar economic features that would
cause their ability to meet contractual obligations to be similarly affected by changes in economic
conditions. Although the Corporation has a diversified loan portfolio, a substantial portion of its
customers’ ability to honor contracts is reliant upon the economic stability of the geographic regions
in which they do business.
The table below indicates the Corporation’s concentration of credit risk for all financial
instruments outstanding by geographic region at December 31, 1990:

CREDIT EXPOSURE BY GEOGRAPHIC REGION
December 31, 1990 (in billions)

Total Credit
Exposure
New York Metropolitan
Southwest United States
Central United States
Europe
Asia/Pacific
All Other (a)
Total

$ 40.2
18.7
11.6
8.2
7.4
32.8
$118.9

% of
Total
34%
16
10
7
6
27
100%

Distribution %
OnOffBalance
Balance
Sheet
Sheet
67%
59
39
35
36
21
60%

33%
41
61
65
64
29
40%

(a) No single region in this category comprises more than 10% of total assets.
The credit risk measures the Corporation’s potential for loss generated by financial instruments
with both on- and off-balance sheet risk. On-balance sheet risk is defined as the outstanding amount
of the Corporation’s extensions of credit to third party debtors. Off-balance sheet risk is the
contractual amount of unfunded commitments and standby letters of credit and the current market
replacement cost of all profitable foreign exchange and interest rate contracts.
The Corporation’s credit exposure in the New York Metropolitan area is highly diversified, with
secured and unsecured exposures to consumers, small businesses and corporations of all sizes.
The Corporation maintains a similarly diversified portfolio in the Southwest region of the
United States, principally Texas. In the Texas real estate market, rental and absorption rates have
continued to improve over the past year. Coupled with still relatively low prices, this has begun
to attract both foreign and domestic investors to developed commercial real estate in the major
markets of Texas.
The Corporation also has 10% of its credit exposure in the Central region of the United States.
The Corporation’s exposure in this region is spread across a broad group of medium and large
national corporations.
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The Corporation conducts its foreign exchange, interest and currency rate related transactions
primarily through the Corporation’s New York, London and Tokyo offices. As a result, a
substantial portion of these activities are with counterparties located in Europe and Asia/Pacific.
As a financial institution engaged in lending and financing activities, the Corporation is engaged
in various activities servicing a diverse group of domestic and foreign corporations, governments
and institutional and individual investors.
The table below outlines the Corporation’s concentration of credit risk for all financial
instruments outstanding by significant industry at December 31, 1990:

CREDIT EXPOSURE BY INDUSTRY
December 31, 1990 (in billions)

Total Credit
Exposure
Banks:
Foreign
Domestic
Total Banks
Consumer
Government and
Agencies
Real Estate
Other Financial
Institutions
All Other (a)

% of
Total

Distribution %
OnOffBalance
Balance
Sheet
Sheet

10%
9

42%
63

58%
37

23.2
18.4

19
15

52
65

48
35

12.6
11.8

11
10

87
73

13
27

10.4
42.5

9
36

54
52

46
48

100%

60%

40%

$ 12.2
11.0

$118.9

(a) No single industry in this category comprises more than 10% of total assets.
The Corporation’s exposure to banks and other financial institutions was concentrated in
exposures resulting from its off-balance sheet activities in foreign exchange and interest rate
instruments such as swaps. Balance sheet exposures were mainly short term placements, Federal
funds sold and loans. Overall exposure to banks and bank holding companies was spread broadly
throughout the U.S. and across the world.
The Corporation’s real estate exposure was concentrated in loans secured by real estate and in
investment portfolio holdings of mortgage-backed securities. Concentrations in the loan portfolio
mirrored the Corporation’s involvement in markets with major concentrations in the Southwest and
in the New York Metropolitan area. The Corporation’s mortgage-backed securities portfolio was
broadly diversified. The performance of the loans secured by real estate continues to be impacted
by conditions in the U.S. real estate market, while the holdings of mortgage-backed securities are
quite liquid and marketable.
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DAUPHIN DEPOSIT CORPORATION, DECEMBER 31, 1990
Dauphin Deposit Corporation and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 1990, 1989 and 1988
14. Financial Instruments with Off-Balance-Sheet Risk and
Concentrations of Credit Risk
The Corporation is a party to financial instruments with off-balance-sheet risk in the normal
course of business to meet the financing needs of its customers and to reduce its own exposure to
fluctuation in interest rates. These financial instruments include commitments to extend credit,
financial guarantees and standby letters of credit. Those instruments involve, to varying degrees,
elements of credit and interest rate risk in excess of the amount recognized in the balance sheet.
The Corporation’s exposure to credit loss in the event of non-performance by the other party
to the financial instrument for commitments to extend credit and standby letters of credit is
represented by the contractual notional amount of those instruments. The Corporation uses the same
credit policies in making commitments and conditional obligations as it does for on-balance-sheet
instruments.
At December 31, 1990, the Corporation had the following off-balance-sheet financial
instruments whose contract amounts represent credit risk:

Commitments to extend credit
Financial and performance standby letters of credit
Commercial and similar letters of credit
Commitments to purchase securities

(In thousands)
$880,465
76,678
468
26,625

Commitments to extend credit are agreements to lend to a customer as long as there is no
violation of any condition established in the contract. Commitments generally have fixed expiration
dates or other termination clauses and may require payment of a fee. Since many of the
commitments are expected to expire without being drawn upon, the total commitment amounts do
not necessarily represent future cash requirements. The Corporation evaluates each customer’s
creditworthiness on a case-by-case basis. The amount of collateral obtained if deemed necessary
by the Corporation upon extension of credit is based on management’s credit evaluation of the
customer. Collateral held varies but may include accounts receivable, inventory, property, plant and
equipment, and income-producing commercial properties.
Standby letters of credit are conditional commitments issued by the Corporation to guarantee
the performance of a customer to a third party. Those guarantees are primarily issued to support
public and private borrowing arrangements, including commercial paper, bond financing, and similar
transactions. The term of the letters of credit varies from one month to 24 months and may have
renewal features. The credit risk involved in using letters of credit is essentially the same as that
involved in extending loans to customers. The Corporation holds collateral supporting those
commitments for which collateral is deemed necessary.
Most of the Corporation’s business activity is with customers located within the Corporation’s
defined market area, principally the southeast quadrant of Pennsylvania. The Corporation grants
commercial, residential and consumer loans throughout the state. The loan portfolio is well
diversified and the Corporation does not have any significant concentrations of credit risk.
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HARLEYSVILLE SAVINGS BANK, SEPTEMBER 30, 1990
Harleysville Savings Bank, PaSA
Notes to Consolidated Financial Statements
14. Commitments
At September 30, 1990, the Bank has approximately $2,017,800 in outstanding commitments
to originate mortgage loans, $693,100 of which are at fixed rates ranging from 9.75% to 11.00%.
The unfunded line of credit commitments at September 30, 1990 was $1.7 million. Also, at
September 30, 1990, the Bank has no outstanding futures or options positions.
• •••

KEYSTONE HERITAGE GROUP INC., DECEMBER 31, 1990
Notes to Consolidated Financial Statements
Keystone Heritage Group, Inc.
NOTE 1. Summary of Significant Accounting Policies
••••

Interest Rate Swap Agreements
The Company has entered into interest rate swap contracts as part of its asset-liability
management activities. The interest differential to be paid or received is accrued over the lives of
the contracts and reported as an adjustment to interest income.
• •••

NOTE 16. Geographic Concentrations and Off-Balance Sheet Financial Instruments
The Company’s loan portfolio consists of loans primarily to businesses and individuals in its
five-county market area of Lebanon, Berks, Dauphin, Lancaster, and Schuylkill counties. The
Company’s exposure to credit loss in the event of nonperformance by the other party to the
financial instruments for commitments to extend credit and financial guarantees written is
represented by the contractual amount of those instruments. The Company applies the same credit
standards in making commitments and conditional obligations as it does for on-balancesheet-instruments.
In the ordinary course of business, the Company enters into agreements with customers, such
as commitments to extend credit and standby letters of credit which involve, to varying degrees,
elements of credit and interest rate risk in excess of the amounts presented in the balance sheet. The
contract amounts of such instruments reflect the extent of involvement the Company has in
particular financial instruments.
The following is the amount of financial instruments with off-balance-sheet risk at December
31, 1990 and 1989:
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Contract Amount
Dollars in thousands
1989
1990
Financial instruments whose contract
amounts represent credit risk:
Commitments to extend credits
Standby letters of credit

$ 71,792
6,858

$ 71,310
8,370

Commitments generally have fixed expiration dates or termination clauses and may require
payment of a fee. Since many of the commitments are expected to expire without being used, the
total commitment amounts do not necessarily represent future cash requirements. The Company
evaluates each customer’s creditworthiness on a case-by-case basis. The amount of collateral
obtained, if deemed necessary by the Company upon extension of credit, is based on management’s
credit evaluation of the counterparty. Collateral held varies but may include accounts receivable,
inventory, property, plant and equipment, and income-producing commercial properties.
Standby letters of credit are conditional commitments issued by the Company to guarantee the
performance of a customer to a third party. The credit risk involved in issuing letters of credit is
essentially the same as that involved in extending loan facilities to customers.
NOTE 17. Interest Rate Swap Agreements
The Company has entered into interest rate swap agreements to reduce the impact of changes
in interest rates on its variable rate loans. At December 31, 1990, the Company had 3 outstanding
interest rate swap agreements with commercial banks, having a total notional principal amount of
$30 million. Notional principal amounts often are used to express the volume of these transactions,
but the amounts potentially subject to credit risk are much smaller.

VALLEY CAPITAL CORPORATION, DECEMBER 31, 1990
Consolidated Financial Statements
NOTE 14. Commitments, Contingencies and Financial Instruments With Off-Balance-Sheet Risk
The Corporation is a party to financial instruments with off-balance-sheet risk in the normal
course of business to meet the financing needs of its customers. These financial instruments include
commitments to extend credit and standby letters of credit. The Corporation’s exposure to credit
loss in the event of nonperformance by the other party to the financial instrument for commitments
to extend credit and standby letters of credit is represented by the contractual or notional amount
of those instruments. The Corporation uses the same credit policies in making commitments and
letters of credit as it does for on-balance-sheet instruments. It is the opinion of management that
no material losses will be incurred as a result of these transactions.
Commitments to extend credit are agreements to lend to a customer as long as there is no
violation of any condition established in the contract. Commitments generally have fixed expiration
dates or other termination clauses and may require payment of a fee. Since many of the
commitments are expected to expire without being drawn upon, the total commitment amounts do
not necessarily represent future cash requirements.
Standby letters of credit are issued to guarantee payments for the purchase of goods from
manufacturers and suppliers in foreign countries by depositors and to secure performance to third
parties of financial responsibilities of depositors. Letters of credit are evaluated based upon financial
stability, character and collateral.
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(In thousands)

Financial instruments whose contract
amounts represent credit risk:
Commitments to extend credit
Standby letters of credit

1990

1989

$841,411
$ 65,125

$740,868
$ 50,974

••••

FEDERALLY CHARTERED SAVINGS INSTITUTIONS
COMMERCIAL FEDERAL CORPORATION, JUNE 30, 1990
Commercial Federal Corporation and Subsidiaries
Notes to Consolidated Financial Statements
Three Years Ended June 30, 1990
(Columnar Amounts in Footnotes are in Thousands Except Per Share
Amounts)
A. Summary of Significant Accounting Policies:
••••

HEDGING — Options on financial futures contracts, interest rate swaps and caps are used in
the management of interest rate exposure on certain interest-bearing liabilities (primarily securities
sold under agreements to repurchase). Realized gains and losses on these contracts are deferred and
recognized as an adjustment to interest expense over the life of the hedged liability. The net
amount of interest cash flows on interest rate swaps is recognized as an adjustment to interest
expense on the liability which has been matched with the swap.
• •• •

R. Interest Rate Hedging:
The Bank utilizes predominantly interest rate caps, Eurodollar put options and interest rate
swaps to hedge the interest rate exposure on certain interest-sensitive liabilities (primarily to hedge
securities sold under agreements to repurchase). The synthetic and structured interest rate caps held
in position provide protection in a rising rate environment.
Under the interest rate cap agreements, the Bank receives interest rate payments from the
primary dealer counterparties on the respective contracts if the three-month London Interbank
Offered Rate (LIBOR) rises over the respective interest rates on the cap agreements. The interest
payments are based on the difference between the cap rates and the quarterly reset rates. The
premiums paid and deferred on the interest rate cap agreements are amortized to interest expense
over the benefit period of the hedge, which is from the first reset date to three months beyond the
last reset date. Any interest payments received will be amortized as a reduction of interest expense
over the reset period of the hedged liability.
All of the Eurodollar put options were purchased at the money and represent the right to sell
Eurodollar futures contracts at predetermined strike prices over specified periods, thereby locking
in interest rate protection above the respective interest rates that correlate to the respective strike
prices. The premiums paid and deferred with the Eurodollar put options are amortized to interest
expense over the benefit period of the hedge. Realized gains and losses, if any, are deferred and
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recognized as an adjustment to interest expense and amortized over the respective life of the hedged
liability.
The following table summarizes the Bank’s agreements at June 30:

Interest rate cap agreements:
Notional principal amount
Weighted average interest rate
Interest rate range
Premiums paid during year
Amortization of premiums to
interest expense, net
Range of remaining terms
Eurodollar put options:
Notional principal amount
Weighted average strike price
(converted)
Interest rate range
Premiums paid during year
Amortization of premiums to
interest expense, net
Range of remaining terms
Interest rate swap agreements:
Notional principal amount,
fixed rate agreements
Weighted average fixed rate paid
Weighted average variable
rate received
Range of remaining terms

1990

1989

$ 550,000
8.65%
8.5-10%
$
2,729

$ 250,000
10%
10%
$
1,275

$

$

1,786
4—16 mos.

$1,113,750

$

8.8%
8.5-9%
3,892

37
16 mos.

$ 250,000

$

10%
10%
1,298

$

2,277
6-11 mos.

$

34
15 mos.

$

149,500
10.71%

$

179,500
10.01%

9.74%
17-89 mos.

8.89%
1-101 mos.

The interest rate swap agreements were collateralized at June 30, 1990, by mortgage-backed
securities with a carrying value of $20,669,000 and a letter of credit for $4,100,000.
Entering into interest rate swap agreements and interest cap agreements involves the credit risk
of dealing with intermediary and primary counterparties and their ability to meet the terms of the
respective contracts. Although notional principal amounts are used to express the volume of these
transactions (see table above), the amounts potentially subject to credit risk are much smaller.
Since premiums are paid up front to enter into interest rate cap agreements and Eurodollar put
options, the premiums paid are therefore the maximum exposure to the Bank, except for the credit
risk on the interest rate cap agreements described above. At June 30, 1990, the maximum exposure
on the interest rate cap agreements and the Eurodollar put options was $2,181,000 and $2,879,000,
respectively, which represents the unamortized premiums paid on these contracts. The Bank also
is exposed to credit loss in the event of nonperformance by the counterparties to the interest rate
swaps, in the event that the Bank is in a net accrued interest receivable position at the time of
default by the counterparties. However, at June 30, 1990, the Bank was in a net accrued interest
payable position. The Bank does not anticipate non-performance by the counterparties.
S. Commitments and Contingencies:
The Bank is a party to financial instruments with off-balance-sheet risk in the normal course
of business to meet the financing needs of its customers. These financial instruments include
commitments to extend credit, standby letters of credit and financial guarantees on certain loans
sold with recourse and on other contingent obligations. These instruments involve elements of
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credit and interest rate risk in excess of the amount recognized in the statement of financial
position. The Bank uses the same credit policies in making commitments and conditional
obligations as it does for on-balance-sheet instruments.
At June 30, 1990, the Bank had outstanding loan and investment commitments approximating
$242,428,000, excluding undisbursed portions of loans in process. Loan commitments, which are
funded subject to certain limitations, extend over various periods of time. Generally, unused loan
commitments are canceled upon expiration of the commitment term as outlined in each individual
contract. The outstanding loan commitments to extend credit at June 30, 1990, do not necessarily
represent future cash requirements since many of the commitments may expire without being drawn
upon. The Bank evaluates each customer’s creditworthiness on a separate basis and requires
collateral based on this evaluation. Collateral predominantly consists of residential family units and
personal property.
Standby letters of credit, approximating $10,551,000 at June 30, 1990, are issued by the Bank
to guarantee performance. The credit risk involved in issuing letters of credit is essentially the same
as that involved in extending other loans to customers.
During the normal course of business, the Bank sells certain loans with limited recourse
requirements. At June 30, 1990, loans sold subject to recourse provisions had remaining unpaid
principal balances totaling approximately $228,757,000, which is the amount of potential credit risk
associated with these particular loans. These loans, sold subject to recourse provisions, are
collateralized substantially by residential family units.
The Bank, through a real estate development subsidiary, is contingently liable as a corporate
general partner in real estate limited partnerships for obligations totaling approximately $4,625,000
at June 30, 1990. These obligations were guaranteed by the Bank to finalize the syndication of
certain real estate limited partnerships. The credit risk involved for $4,625,000 relating to these
contingent liabilities is essentially the same as that involved in extending commercial loans to
customers. These loans would be collateralized by commercial real estate.
The Bank also has optional commitments to deliver to third parties mortgage-backed securities
and whole loans of approximately $42,794,000 at June 30, 1990, and in addition, had forward
commitments of $420,000 to sell a portion of the non-investment grade corporate debt security.
In November 1989 the Bank sold substantially all of the operating assets of Systems Marketing,
Inc. One of the conditions of this sale includes, among other items, that the Bank pledge as
collateral mortgage-backed securities approximating $20 million. Subject to the satisfactory
completion of contractual representations and warranties that are in effect through November 1993,
the cash remaining to be paid by the buyer amounting to $9,005,000 at June 30, 1990, will then be
disbursed to the Bank and the collateral freed. The Bank has also guaranteed through November
1991 the present value of the cash flows of lease receivables amounting to $3.1 million but has not
guaranteed any expected residual value of the related equipment. If the Bank had to take possession
of this leased equipment, the potential credit risk to the Bank on these leases would approximate
$3.8 million.
• •••

EAGLE FINANCIAL CORP., SEPTEMBER 30, 1990
Eagle Financial Corp. and Subsidiaries
Notes to Consolidated Financial Statements
NOTE N. Commitments and Contingencies
The Company is a party to financial instruments with off-balance-sheet risk in the normal
course of business to meet the financing needs of its customers. These expose the Company to
credit risk in excess of the amount recognized in the balance sheet.
The Company’s exposure to credit loss in the event of nonperformance by the other party to
the financial instrument for commitments to extend credit is represented by the contractual amount
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of those instruments. The Company uses the same credit policies in making commitments and
conditional obligations as it does for on-balance-sheet instruments. Total credit exposure related to
these items at September 30, 1990 is summarized on the following page:
Contractual Amount
(In thousands)
Loan commitments:
Approved loan commitments
Unadvanced portion of construction loans
Unadvanced portion of home equity lines of credit

$ 5,953
1,495
11,712

Commitments to extend credit are agreements to lend to a customer as long as there is no
violation of any condition established in the contract. Commitments generally have fixed expiration
dates or other termination clauses and may require payment of a fee. The Company evaluates each
customer’s creditworthiness on a case-by-case basis. The amount of collateral obtained if deemed
necessary by the Company upon extension of credit is based on management’s credit evaluation of
the counterparty. Collateral held is primarily residential property. Interest rates on approved loan
commitments and home equity lines of credit are a combination of fixed and variable interest rates
and interest rates on unadvanced portions of construction loans are fixed rates which generally
mature within eighteen months.
NOTE O. Significant Group Concentrations of Credit Risk
The Company primarily grants residential and consumer loans to customers located within its
primary market area in the state. The majority of the Company’s loan portfolio is comprised of
residential mortgages. At September 30,1990, residential loans, including construction loans, totaled
$388,273,000. All loans are collateralized by real estate located principally in Connecticut.

EASTERN BANCORP INC., SEPTEMBER 30, 1990
Notes to Consolidated Financial Statements
Eastern Bancorp, Inc. and Subsidiaries
September 30, 1990, 1989, and 1988
(14) Financial Instruments with Off-Balance-Sheet Risk
The Banks are party to financial instruments with off-balance-sheet risk in the normal course
of business to meet the financing needs of their customers and to reduce their own exposure to
fluctuations in interest rates. These financial instruments include commitments to extend credit,
standby letters of credit and financial guarantees, interest rate caps and floors written on adjustable
rate loans, and commitments to sell loans. Such instruments involve on adjustable rate loans, to
varying degrees, elements of credit and interest rate risk in excess of the amount recognized in the
statement of financial position. The contract or notional amounts of these instruments reflect the
extent of involvement the Banks have in particular classes of financial instruments.
The Bank’s exposure to credit loss in the event of nonperformance by the other party to the
financial instrument for commitments to extend credit and standby letters of credit and financial
guarantees written is represented by the contractual notional amount of those instruments. The
Banks use the same credit policies in making commitments and conditional obligations as they do
for on-balance-sheet instruments. For interest rate caps and floors written on adjustable rate loans,
the contract or notional amounts do not represent exposure to credit loss. The Banks control the
credit risk of their interest rate cap agreements through credit approvals, limits, and monitoring
procedures.
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Unless noted otherwise, the Banks do not require collateral or other security to support financial
instruments with credit risk.
Financial instruments whose contract amounts represent
credit risk:
Contract or
Notional Amount
(Dollars in thousands)
Commitments to extend credit:
Mortgage
Consumer
Commercial
Standby letters of credit and financial guarantees written
Unused credit lines, including unused portions of equity
lines of credit

$11,218
4,320
4,089
993
63,994

Commitments to extend credit are agreements to lend to a customer as long as there is no
violation of any condition established in the contract. Commitments generally have fixed expiration
dates or other termination clauses and may require payment of a fee by the customer. Since many
of the commitments are expected to expire without being drawn upon, the total commitment
amounts do not necessarily represent future cash requirements. The Banks evaluate each customer’s
creditworthiness on a case-by-case basis. The amount of collateral obtained if deemed necessary by
the Banks upon extension of credit is based on management’s credit evaluation of the counter-party.
Collateral held varies but may include real estate, accounts receivable, inventory, property, plant,
and equipment, and income-producing commercial properties.
Standby letters of credit and financial guarantees written are conditional commitments issued
by the Banks to guarantee the performance of a customer to a third party. Those guarantees are
primarily issued to support private borrowing arrangements. The credit risk involved in issuing
letters of credit is essentially the same as that involved in extending loans to customers.
The Banks enter into a variety of interest rate contracts, including interest rate caps and floors
written on adjustable rate loans in managing its interest rate exposure. Interest rate caps and floors
on loans written by the Banks enable customers to transfer, modify, or reduce their interest rate risk.
Most of the Banks’ business activity is with customers located within Vermont and New
Hampshire. Significant amounts of the Banks’ business are in real estate with no industry
concentrations.

FIRST FEDERAL BANCORP INC., JUNE 30, 1990
Notes to Consolidated Financial Statements
Years ended June 30, 1990, 1989, and 1988
(1) Summary of Significant Accounting Policies
••••

Interest-Rate Exchange Contracts
The Bank enters into interest-rate exchange contracts to manage interest-rate exposure. The net
difference between the interest received and paid in the agreements is recorded as an addition to
or reduction of interest expense.
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••••
(4) Loans Receivable and Non-Performing Assets
••••
Outstanding loan commitments were approximately as follows:
June 30, 1990
Range of Rates
Amount
Fixed Rate
Mortgage loans
Commercial loans
Commercial lines of credit
Consumer loan
Variable Rate

8.75%-12.90%
11.00%-13.50%
7.40%-13.00%
18.00%

$ 3,916
2,055
789
13,350
$20,110

Mortgage loans
Commercial loans
Commercial lines of credit
Consumer loans

7.875-8.125%
Prime-Prime+2%
Prime-Prime+2%
Prime+2%

$ 1,115
8,547
19,104
17,037

Total

$45,803

Mortgage loans
Commercial loans
Commercial lines of credit
Consumer loans

$ 5,031
10,602
19,893
30,387

Total

$65,913

The Company had no commitments to purchase loans at either June 30, 1990 or 1989. The
Company had commitments to sell or securitize approximately $3,158,000 and $49,427,000 of loans
out of current originations at June 30, 1990 and 1989. The Company had no commitments to
purchase or sell mortgage-backed securities at either June 30, 1990 or 1989.
• •• •

(12) Financial Instruments With Off-Balance Sheet Risk
The Company is a party to financial instruments with off-balance-sheet risk in the normal
course of business to meet the financing needs of its customers and to reduce its own exposure to
fluctuations in interest rates. These financial instruments include loan commitments, interest rate
exchange contracts, and standby letters of credit. The instruments involve, to varying degrees,
elements of credit and interest rate risk in excess of the amount recognized in the financial
statements.
The Company’s exposure to credit loss in the event of nonperformance by the other party to
the financial instrument for loan commitments and standby letters of credit is represented by the
contractual amount of those instruments. The Company uses the same credit policies in making
commitments and conditional obligations as it does for on-balance-sheet instruments. For the
interest rate exchange contract, the notional amount does not represent exposure to credit loss.
Instead, the amount potentially subject to credit loss is substantially less. The Company has no
significant concentrations of credit risk with any individual counterparty to originate loans. The

34

Company’s lending is concentrated in the local southeast Michigan market. The total amounts of
financial instruments with off-balance-sheet risk are as follows:
Contract or
Notional
Amount
(in thousands)
Financial instruments whose contract
amounts represent credit risk:
Loan commitments
Standby letters of credit
Financial instruments whose notional
amounts exceed the amount of credit
risk:
Interest rate exchange contract

$65,913
41,236

15,000

Since many of the loan commitments may expire without being drawn upon, the total
commitment amount does not necessarily represent future cash requirements. The Company
evaluates each customer’s creditworthiness on a case-by-case basis. The amount of collateral
obtained, if deemed necessary by the Company upon extension of credit, is based on management’s
credit evaluation of the counterparty. Collateral held varies but may include accounts receivable,
inventory, property, plant, and equipment, and income-producing commercial properties.
The credit risk involved in issuing letters of credit is essentially the same as that involved in
extending loan facilities to customers. The Bank has pledged mortgage-backed securities with a
market value of approximately $59,138,000 at June 30, 1990 as collateral supporting those letter
of credit commitments for which collateral is deemed necessary.
The Bank entered into an interest rate exchange contract to fix the cost of certain floating rate
liabilities. At June 30, 1990, the Bank had one outstanding interest rate swap with a notional
principal amount of $15,000,000 under which the Bank pays a fixed rate of interest of 10.028
percent through September 1994, while receiving a floating interest rate based on three month
LIBOR, on the notional principal amount. The floating interest rate adjusts semi-annually on March
30 and September 30. As of June 30, 1990, the floating rate was 8.688 percent. Mortgage-backed
securities with a book value of approximately $3,234,000 and a market value of approximately
$3,147,000 as of June 30, 1990, have been pledged as security for the Bank’s obligation under the
interest rate exchange contract. The Bank is exposed to credit loss in the event of nonperformance
by the other party to the interest rate exchange contract; however, based on management’s credit
analysis, the Bank does not anticipate nonperformance by the counterparty.

FIRST FINANCIAL HOLDINGS INC., SEPTEMBER 30, 1990
First Financial Holdings, Inc. and Subsidiary
Notes To Consolidated Financial Statements
5. Loans Receivable
• •• •

Management closely monitors its credit concentrations and attempts to diversify the portfolio
within its primary market area. Before the Financial Institutions Reform, Recovery and Enforcement
Act of 1989 (FIRREA) was enacted, the Company was allowed to lend substantially higher amounts
to any one borrower than the current regulatory limitations. However, the Company’s internal loan
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policy placed lower limits on loans to any major borrower. Currently there are several borrowers
which exceed the current general limitation of 15 percent of capital. The maximum amount
outstanding to any one borrower as of September 30, 1990 is $14.3 million.
12. Commitments
Loan Commitments
Outstanding commitments on loans not yet closed amounted to approximately $19,354,080 and
$15,540,580 at September 30, 1990 and September 30, 1989, respectively.
Commitments to extend credit are agreements to lend to a customer as long as there is no
violation of any condition established by the commitment letter. Commitments generally have fixed
expiration dates or other termination clauses. The majority of the commitments will be funded
within a twelve-month period. The Company evaluates each customer’s creditworthiness on a
case-by-case basis. The amount of collateral obtained, if deemed necessary by the Company upon
extension of credit, is based on management’s credit evaluation of the counterparty. Collateral held
varies but primarily consists of residential or income producing commercial properties.
Outstanding mortgage commitments at September 30, 1990 and 1989, include a commitment
of $5,325,000 and $5,551,600, respectively, to one borrower for fixed-rate, 30-year single family
seasonal home loans. The interest rate on these loans is 1 percent less than the weighted average
yield of mortgages accepted under the FHLMC’s weekly purchase program plus 1/2 percent.
Substantially all other outstanding commitments at September 30, 1990 and 1989, are at adjustable
rates indexed to the Fourth Federal Home Loan Bank District cost of funds or the Company’s
internal cost of funds.
Unused lines of credit on equity loans, credit cards and commercial loans amounted to $65.4
million and $58.0 million at September 30, 1990 and 1989, respectively. Based on historical trends,
it is not expected that the percentage of funds drawn on existing lines of credit will increase
substantially over levels currently utilized.
••••

FIRST LIBERTY FINANCIAL CORPORATION, SEPTEMBER 30, 1990
First Liberty Financial Corp. and Subsidiaries
Notes to Consolidated Financial Statements
1. Summary of Significant Accounting Policies
• •• •

Financial Futures, Options, Commitments, and Interest Rate Swap Transactions
Fees paid to purchase rights to sell loans at future dates at specified prices ("options") are
deferred and included in the determination of gains and losses on the related loans or
mortgage-backed securities sales. Upon determination that the options will not be exercised, the
remaining deferred fee is carried at the lower of cost or market value.
Commitment fees paid to secure markets to sell first mortgage loans are deferred and amortized
over the term of the commitment. Upon determination that commitments will not be utilized, the
related fees are charged to expense.
Financial futures contracts have been used to hedge against interest rate risk associated with
investment securities and mortgage-backed securities. Realized gains and losses on these contracts
were used to adjust the carrying value of the specific assets hedged, which results in increased or
decreased yields.
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Realized gains and losses on financial futures used to hedge interest rate risk associated with
the Company’s borrowings are deferred as an adjustment to the carrying value of the specific
liabilities hedged, which results in decreased or increased costs of funds.
Interest rate swaps are used to hedge interest expense associated with certain borrowings. Gains
and losses on these contracts are included in the interest expense of the specific liability hedged,
resulting in decreased or increased costs of funds.
••••

8. Loans Held for Sale
• •••

The Company had commitments to originate residential mortgage loans of $29,389,500 at
September 30, 1990. Additionally, commitments to sell residential mortgage loans and
mortgage-backed securities were $9,172,500 for optional delivery and $33,739,000 for mandatory
delivery respectively at September 3 0 , 1990. The Company had no open futures contracts as interest
rate hedges related to loans held for sale or to commitments to originate residential mortgage loans
at September 30, 1990.
22. Financial Instruments With Off-Balance-Sheet Risk
The Company is a party to financial instruments with off-balance-sheet risk in the normal
course of business to meet the financing needs of its customers and to reduce its own exposure to
fluctuations in interest rates. These financial instruments include loan commitments, interest rate
exchange contracts, and standby letters of credit. The instruments involve, to varying degrees,
elements of credit and interest rate risk in excess of the amount recognized in the financial
statements.
The Company’s exposure to credit loss in the event of nonperformance by the other party to
the financial instrument for loan commitments and standby letters of credit is represented by the
contractual amount of those instruments. The Company uses the same credit policies in making
commitments and conditional obligations as it does for on-balance-sheet instruments. For the interest
rate exchange contract, the notional amount does not represent exposure to credit loss. Instead, the
amount potentially subject to credit loss is substantially less. The Company has no significant
concentrations of credit risk with any individual counterparty to originate loans. The Company’s
lending is concentrated in the state of Georgia, its primary market area. The total amounts of
financial instruments with off-balance-sheet risk are as follows:
Contract or
Notional Amount
Financial instruments whose contract amounts
represent credit risk:
Commitments to originate loans:
Fixed Rate
Adjustable Rate
Standby letters of credit

$29,291,000
$ 2,535,000
$ 689,000

Financial instruments whose notional amounts
exceed the amount of credit risk:
Interest rate exchange contract

$20 ,000,000
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Since many of the loan commitments may expire without being drawn upon, the total
commitment amount does not necessarily represent future cash requirements. The Company
evaluates each customer’s creditworthiness on a case-by-case basis. The amount of collateral
obtained, if deemed necessary by the Company upon extension of credit, is based on management’s
credit evaluation of the counterparty. Collateral held varies but may include real estate and
improvements, marketable securities, accounts receivable, inventory, equipment and personal
property.
The credit risk involved in issuing letters of credit is essentially the same as that involved in
extending loan facilities to customers.
The Company entered into an interest rate exchange contract to convert a fixed rate liability to
a floating rate. At September 3 0 , 1990, there was one outstanding interest rate swap with a notional
principal amount of $20,000,000 under which the Company receives a fixed rate of interest of
9.55% through October, 1993 with an option held by the counterparty to terminate the agreement
in October 1991, while paying a floating interest rate based on three month LIBOR, on the notional
principal amount. The floating interest rate adjusts quarterly on January 25, April 25, July 25, and
October 25. As of September 30, 1990, the floating rate was 8.125%. Mortgage-backed securities
with a book value of approximately $759,000 and a market value of approximately $723,000 as of
September 30, 1990, have been pledged as security for the Company’s obligation under the interest
rate exchange contract. The Company is exposed to credit loss in the event of nonperformance by
the other party to the interest rate exchange contract, however, based on management’s credit
analysis, the Company does not anticipate nonperformance by the counterparty.
Liberty’s risk with respect to mortgage servicing losses results from unrecoverable advances of
delinquent principal, interest and tax payments made on behalf of mortgagees. Liberty’s mortgage
servicing department controls the risk of this portfolio on an ongoing basis. To date, Liberty has
not suffered significant losses from its mortgage servicing activities.

MID STATE FEDERAL SAVINGS BANK, SEPTEMBER 30, 1990
Notes to Consolidated Financial Statements
Mid-State Federal Savings Bank and Subsidiaries
12. Commitments and Contingencies
At September 30, 1990, the Bank had commitments to originate fixed rate loans with rates
ranging from 9.125% to 11.50% of approximately $1,411,000 and adjustable rate loans of
approximately $2,657,000, excluding in each case undisbursed portions of loans in process.
Commitments, which are disbursed subject to certain limitations, extend over periods of time with
the majority disbursed within a six-month period. At September 3 0 , 1990, the Bank had outstanding
standby letters of credit of approximately $100,000, and unfunded portions of line of credit loans
of approximately $7,889,000.

SECURITY FINANCIAL GROUP INC., SEPTEMBER 30, 1990
Notes to Consolidated Financial Statements
September 30, 1990, 1989, and 1988
NOTE 3: Loans Receivable
Loans receivable consist of the following:
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September 30,
1990

1989

••••

Loans receivable, net
Weighted average contractual
interest rate
Commitments to originate or
purchase loans

$235,984,801

$261,642,629

10.81

10.98

1,447,000

$ 4,980,000

$
••••

At September 30, 1990 Security Financial had outstanding letters of credit amounting to
approximately $1,214,000. Commercial mortgages, with an aggregate loan value of approximately
$1,069,000, were assigned as collateral by Security Financial in connection with certain of the
letters of credit.
••••

Concentrations of Credit Risk
As of September 30, 1990, significant concentrations of credit risk which are not evident from
the summary above included:
Concentration (in millions)
Loans secured by multifamily dwellings in the St. Cloud,
Minnesota area.
Loans secured by multifamily dwellings in the MinneapolisSt. Paul, Minnesota metropolitan area.
Loans secured by hotel and motel properties in the upper
midwest region (no significant concentrations exist
in any city within the region).
Loans secured by multi-unit student housing dwellings.
Loans secured by retail shopping centers.
Loans secured by child day care facilities (principally in
the Minneapolis-St. Paul metropolitan area).
Loans secured by industrial plant and warehouse
facilities

Amount

$34.9
9.7

14.7
10.4
7.6
6.2
13.3

In the above table, the absence of a specific geographic description indicates that the loans
comprising the risk concentration fall within Security Financial’s primary market area of central
Minnesota, which includes the northern suburbs of the Minneapolis-St. Paul metropolitan area.
Additionally, Security Financial has seven lending relationships which individually exceed $3.5
million. As of September 30, 1990 the aggregate amount invested in the largest relationship is $7.3
million; the next largest relationship aggregates less than $5 million.
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STATE-CHARTERED SAVINGS INSTITUTIONS

AMERICAN BANK OF CONNECTICUT, DECEMBER 31, 1990
Notes to Financial Statements
Summary of Accounting Policies
• •• •

A material estimate that is particularly susceptible to significant change in the near-term relates
to the determination of the allowance for loan losses. All of the Bank’s mortgage loans are secured
by real estate in depressed markets in Connecticut. In addition, all of the real estate owned is
located in those same depressed markets. Accordingly, the ultimate collectibility of the Bank’s loan
portfolio and the recovery of the carrying amount of real estate owned are susceptible to changes
in market conditions in Connecticut.
••••

(c) Investment Securities
••••

The Bank writes call options (obligations to sell a fixed quantity of securities at the option
holder’s request at a stated price within a specified term). The Bank generally owns or has entered
into commitments to purchase underlying securities for all call options sold.
Premium income from the sale of call options is recognized upon either the expiration of the
option or when the option is exercised and is included in transaction income in the statements of
earnings.
••••

Loans
••••

Significant Group Concentrations of Credit Risk and Off-Balance Sheet Risk
The Bank’s lending activities are limited principally to the greater Waterbury area. Primarily
a lender on residential real estate properties, the Bank also makes loans secured by commercial real
estate, commercial loans, and consumer loans for a variety of purposes. The strength of the State
and local economies is a primary factor in determining the ability of borrowers to meet their
commitments on these loans.
The Bank is subject to some off-balance sheet risk involving primarily commitments to extend
credit on home equity loans secured by residential property and, to a much smaller extent,
unsecured lines of credit. These commitments involve, to varying degrees, elements of credit and
interest rate risk in excess of the amounts recognized in the financial statements.
The Bank’s exposure to credit loss in the event of nonperformance by the other party to the
commitment is represented by the contractual amount thereof. The Bank uses the same credit
policies in making commitments as it does for on-balance sheet instruments. In extending
commitments, the Bank evaluates each customer’s creditworthiness on a case by case basis. The
amount of collateral obtained upon extension of credit is based on management’s credit evaluation.
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Since many of the commitments are expected to expire without being drawn upon, the total
commitment amounts do not necessarily represent future cash requirements.
Mortgage loan commitments (generally of a three-month duration) outstanding approximated
$1,120,000 at December 31, 1990, and $6,804,200 at December 31, 1989. $22,657,000 and
$23,650,000 were outstanding in unused home equity lines of credit at December 31, 1990, and
1989 respectively.
At December 31, 1990, and 1989, the Bank had $506,000 and $1,345,000 respectively in
contingent liabilities on outstanding letters of credit.
••• •

ANCHOR SAVINGS BANK, JUNE 30, 1990
Anchor Savings Bank FSB and Subsidiaries
Notes to Consolidated Financial Statements
1.

Summary of Significant Accounting Policies
• •• •

Interest Rate Swap Agreements
The principal or notional amounts of interest rate swaps which are used for hedging purposes
are not reflected in the consolidated statements of financial condition. The incremental revenue or
expense associated with an interest rate swap is recognized over the term of the swap arrangement
and is presented as a component of the interest expense of the related liability.
• •• •

13. Borrowed Funds
Borrowed funds and related weighted average interest rates at June 30 are summarized as
follows:

Amount

1990
Rate
(Dollars in thousands)

Amount

1989
Rate

••••

Collateralized Notes

100,000

8.32

100,000

9.73

$1,434,426

9.55

••••

$1,208,756

8.50%
• •• •

On September 1, 1988, the Bank sold $100.0 million of collateralized notes that mature on
September 1, 1993, but may be redeemed at par, in whole or in part, at the Bank’s option at any
time on or after September 1 , 1991. Interest is payable semi-annually at a fixed rate of 9.75%. The
Bank is required to maintain specified levels of eligible collateral, as defined, which consists
principally of mortgage-backed securities with an approximate total carrying value of $160.6 million
as of June 30, 1990. Simultaneously, the Bank entered into an interest rate swap agreement with
a notional value of $100.0 million which effectively converted this issue into variable-rate borrowed
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funds with a rate based on one month LIBOR. The interest rate in effect at June 3 0 , 1990 and 1989
was 8.32% and 9.73%, respectively. The interest rate swap agreement matures at the time the
related notes mature. However, the interest rate swap may be cancellable at the option of the
counter part at any time on or after September 1991.
• •••

22. Commitments and Contingencies
• •••

The principal commitments of the Bank and Subsidiaries are as follows:
• •••

Off-Balance Sheet Credit Risks
The Bank enters into transactions that involve financial instruments with off-balance sheet risks
in the normal course of business to meet the financing and servicing needs of its customers and to
reduce its own exposure to fluctuations in interest rates. These instruments include commitments
to extend credit, purchase loans or service loan portfolios and an interest rate swap. Such
instruments involve, to varying degrees, elements of credit and interest rate risk in excess of the
amount recognized in the consolidated statements of financial condition.
• •• •

Commitment to extend credit and purchase loans consist of agreements having fixed expiration
or termination clauses and, consequently, the total commitment amounts may not represent future
cash requirements. The Bank evaluates the creditworthiness of these transactions through its lending
policies.
At June 3 0 , 1990, the Bank had the following commitments to extend credit and purchase loans:
Fixed
Rate

First mortgage loans
Cooperative apartment loans
Consumer and commercial loans

$58,383
$ 5,691
$25,645
$89,719

Variable
Rate
(In thousands)
$

Total

7,021
$
$163,193

$ 65,404
$ 5,691
$188,838

$170,214

$259,933

At June 30, 1990, commitments to sell mortgage-backed securities were approximately $32.3
million and commitments to purchase mortgage-backed securities were approximately $402.3
million.
The Bank’s risk with respect to mortgage servicing losses results from unrecoverable advances
of delinquent principal, interest and tax payments made on behalf of mortgagees. The Bank’s
mortgage servicing department controls the risk of this portfolio on an ongoing basis. To date, the
Bank has not suffered significant losses from its mortgage servicing activities.
The Bank’s credit risk with respect to the interest rate swap agreement is in the risk of
nonperformance by the other party to the agreement. However, the Bank does not anticipate
nonperformance by the counterparty and controls the risk through its usual monitoring procedures.
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DIME SAVINGS BANK OF NEW YORK, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
NOTE 1
Summary of Significant Accounting Policies
• •• •

(i) Financial Futures
Changes in the market value of financial futures contracts which qualify as a hedge against
exposure to interest-rate or price risk are recognized in or charged to income when the effects of
related changes in the price or interest rate risk of the hedged item are recognized. Changes in the
market value of financial futures contracts which do not qualify as a hedge of an exposure to
interest rate or price risk are recognized as a gain or loss in the period of change.
• •• •

NOTE 20
Commitments and Contingencies
In the normal course of the Bank’s business, there are outstanding various commitments and
contingent liabilities that have not been reflected in the consolidated financial statements. In the
opinion of management, the financial position of the Bank will not be affected materially as a result
of such commitments and contingent liabilities.
At December 31, 1990, there were outstanding commitments made by the Bank to originate or
acquire real estate and cooperative apartment loans aggregating approximately $195,253,000.
Unused lines of credit extended by the Bank in the normal course of its business and consumer
loan operations amounted to $279,834,000, of which $216,634,000 represents home equity lines
of credit, at December 3 1 , 1990, which were not reflected in the consolidated financial statements.
• •••

DOWNEY SAVINGS AND LOAN ASSOCIATION, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
December 31, 1990, 1989, 1988
Note 17 — Commitments and Contingencies
••••

Financial Instruments With Off-Balance-Sheet Risk
The Association is a party to financial instruments with off-balance-sheet risk in the normal
course of business to meet the financing needs of its customers and to reduce its own exposure to
fluctuations in interest rates. These financial instruments include commitments to originate fixed
and variable rate mortgage loans, letters of credit, lines of credit and loans in process. Those
instruments involve, to varying degrees, elements of credit and/or interest rate risk in excess of the
amount recognized in the consolidated statements of operations. The contract or notional amounts
of those instruments reflect the extent of involvement the Association has in particular classes of
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financial instruments.
The Association uses the same credit policies in making commitments to originate loans, lines
of credit and letters of credit as it does for on-balance-sheet instruments. For commitments to
originate fixed rate loans, the contract amounts represent exposure to loss from market fluctuations
as well as credit loss. The Association controls the credit risk of its commitments to originate fixed
rate loans through credit approvals, limits, and monitoring procedures.
The aggregate contract amount (in thousands) of financial instruments at December 31, 1990
whose contract amounts represent credit risk are as follows:
Commitments to originate fixed
and variable rate mortgage loans
Letters of credit
Lines of credit
Loans in process

$ 51,357
10,018
30,917
7,727
$100,019

Commitments to originate fixed and variable rate mortgage loans are agreements to lend to a
customer as long as there is no violation of any condition established in the contract. Letters of
credit are conditional commitments issued by the Association to guarantee the performance of a
customer to a third party. Commitments generally have fixed expiration dates or other termination
clauses and may require payment of a fee. Since some of the commitments may expire without
being drawn upon, the total commitment amounts do not necessarily represent future cash
requirements. The credit risk involved in issuing lines and letters of credit is essentially the same
as that involved in extending loan facilities to customers. The Association evaluates each
customer’s creditworthiness on a case-by-case basis.
The Association receives collateral to support commitments for which collateral is deemed
necessary. The most significant categories of collateral include real estate properties underlying
mortgage loans, liens on personal property, and cash on deposit with the Association. At December
31, 1990, the extent of collateral supporting mortgage and other loans varied from 0% to 100% of
the maximum credit exposure.

FIRST REPUBLIC BANCORP INC., DECEMBER 31, 1990
Notes to Consolidated Financial Statements
1. Summary of Significant Accounting Policies
••••

Interest rate cap and swap agreements
Interest rate cap agreements are purchased to reduce the Company’s exposure to rising interest
rates, which would increase the cost of liabilities above the maximum yield which could be earned
on certain adjustable rate mortgages and investments. Costs are amortized using the straight-line
method over the life of the agreements, and benefits are recognized when realized. Interest rate
swap agreements convert the cost of certain Federal Home Loan Bank advances from a fixed rate
to a variable rate. The differential to be paid or received is accrued as an adjustment to interest
expense as variable interest rates change.
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5. Prepaid Expenses and Other Assets
At December 31, prepaid expenses and other assets consist of the following:
1989

1990

••••

Interest rate cap agreements, net

932,000

1,244,000

$7,118,000

$10,299,000

••••

••••

7. Federal Home Loan Bank Advances
During 1990, First Thrift became a voluntary member of the Federal Home Loan Bank of San
Francisco (FHLB). At December 31, 1990, First Thrift was approved for $130,000,000 of
borrowings, owned $4,374,000 of FHLB stock and had drawn $87,470,000 of advances, of which
$28,500,000 carry fixed rates and are due within one year. Long term advances are adjustable
semiannually based on the Treasury index and consist of $40,000,000 maturing in 1995 and
$18,970,000 maturing in 2001. In connection with $40,000,000 of advances, First Thrift has entered
into interest-rate swap agreements which also mature in 1995. The Company is exposed to credit
loss if the swap counterparties fail to perform; however, if the Company does not anticipate such
nonperformance.
11. Interest Rate Caps
In connection with its asset and liability management program, First Thrift and First Thrift of
San Diego have purchased interest rate cap contracts in the aggregate amount of $291,000,000 and
$35,000,000, respectively, which mature in periods ranging from February 1991 to January 1996.
Under the terms of the cap contracts, each with an unrelated commercial banking institution, the
Company will be reimbursed quarterly for increases in the London Inter-Bank Offer Rate
("LIBOR") for any period during the agreement in which such rate exceeds a rate ranging from
10.0% to 13.0% as established in each agreement. The Company has no future financial obligation
related to its cap contracts. The amortization of cap costs increased interest expense by $194,000
in 1988, $298,000 in 1989 and $397,000 in 1990.

GOLDOME, DECEMBER 31, 1990
Goldome and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 1990, 1989, and 1988
1. Basis of Presentation and Summary of Significant Accounting Policies
• •• •

k. Interest Rate Exchange Agreements
The incremental revenue or expense associated with interest rate exchange agreements (swaps)
is recognized over the term of the swap agreement and is presented as a component of the interest
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expense of the related liability. Gains and losses resulting from the early termination of swap
contracts are amortized over the remaining term of the swap agreement.
• •• •

25. Commitments and Contingencies Litigation
••••

Loan Commitments
Commitments to originate or purchase loans and contingent obligations under standby letters
of credit at December 31, 1990 were:
(in thousands)
Mortgage-backed securities
Conventional and other mortgages
Commercial loans
Consumer loans, primarily available
customer lines of credit
Standby letters of credit

$ 228,500
146,200
32,948
603,500
20,358
$1,031,506

Loan commitments are legally binding agreements to lend to a customer or purchase loans from
a third party. Commitments generally have fixed expiration dates or other termination features and
may require a payment of a fee. Commitments may expire without being drawn upon; therefore,
the total commitments do not necessarily represent future liquidity requirements. Goldome
evaluates creditworthiness on an individual basis. Standby letters of credit are conditional
commitments issued by Goldome guaranteeing the performance of a customer to a third party.
Those guarantees are primarily issued to support public and private borrowing arrangements,
including bond financing and similar transactions. The credit risk involved in issuing letters of
credit is essentially the same as that involved in extending loans to customers.
In addition to the above, under the terms of the two agreements with SLMA, Goldome is
required to invest $100,000,000 in insured student loans by June 25, 1994 and $142,300,000 in
education loans or in other loans, the proceeds of which are deemed to finance post-secondary
educational costs, by July 20, 1994. As of December 31, 1990 the remaining requirements to
originate such loans under the two agreements were approximately $58,366,000 and $57,531,000,
respectively. Based on its current operating plan, Goldome anticipates meeting these requirements.
Outstanding commitments to sell mortgage loans and mortgage loans held for sale amounted
to $251,665,000 at December 31, 1990.
• • • •

At December 31, 1990, the aggregate balance of loans sold with recourse amounted to $1.4
billion.
Interest Rate Exchange Agreements
Interest rate exchange agreements at December 31, 1990 were:
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Notional principal amount
Weighted average variable interest rate
Weighted average fixed interest rate
Range of remaining terms

Variable Rate
Payment
Agreements

Fixed Rate
Payment
Agreements

$450,000,000

$ 200,000,000

8.1%

8.95%
1 month to
5 years
1.7 years

Weighted average remaining term

7.98%
8.96%
1 month to
5 years
2.5 years

The variable rate agreements are primarily based on the London Interbank Offering Rate
(LIBOR).
Goldome uses interest rate swaps as part of its overall program to manage interest rate risk.
Swap transactions generally provide for the exchange of fixed and floating rate interest payment
obligations without the exchange of the underlying (notional) principal amounts. Notional principal
amounts are used to express the volume of these transactions but do not represent the amounts at
risk if the counterparties do not meet the terms of the contracts. At December 31, 1990 the amount
at risk due to nonperformance of counterparties to swap agreements approximated $7.4 million. That
amount was calculated by estimating the cost, on a present value basis, of replacing at current
market rates all those outstanding agreements for which Goldome would incur a loss in replacing
a contract; this estimate of credit risk does not consider the impact that future changes in interest
rates will have on the risk. The amount at risk, derived in this way, will increase or decrease
during the life of the swaps as a function of maturity and market interest rates.
At December 31, 1990 and 1989, net deferred gains from the termination of swap agreements
approximated $400,000 and $600,000, respectively. Net interest income was increased (decreased)
from the use of swap agreements for the years ended December 31, 1990, 1989 and 1988 by
$100,000, $(3,900,000) and $6,000,000, respectively.
Goldome also enters into interest rate cap agreements. Under these agreements, Goldome pays
a fee and receives interest protection on the notional principal amount if interest rates rise above
the cap rate. At December 31, 1990, the notional amount of such agreements was $100 million with
a weighted average cap rate of 8.74% and a weighted average remaining maturity of .8 years. In
1990 and 1989, fees paid on cap agreements were $0 and $215,000 and deferred fees of $1,000,000
and $1,500,000 were amortized to interest expense, respectively.
••••

HOME SAVINGS AND LOAN ASSOCIATION INC., SEPTEMBER 30, 1990
Home Savings and Loan Association, Inc. and Subsidiary
Notes to Consolidated Financial Statements
Years Ended September 30, 1990, 1989, and 1988
2. Loans Receivable
• •• •
Mortgage loan commitments outstanding at September 30, 1990 amounted to approximately
$1,849,000 of which $540,000 were for fixed rate loans and $1,309,000 were for variable rate loans.•
••• •
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The Company, through its normal lending activity, originates and maintains loans receivable
which are substantially concentrated in the Raleigh-Durham Standard Metropolitan Statistical Area,
including both Durham County and the City of Durham, as well as Orange and Person Counties,
where its offices are located. The Company’s policy calls for collateral or other forms of repayment
assurance to be received from the borrower at the time of loan origination. Such collateral or other
form of repayment assurance is subject to changes in economic value due to various factors beyond
the control of the Company and such change could be significant.

HOWARD SAVINGS BANK, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
3. Investment Securities
• •• •

Investment portfolio holdings of a single issuer which exceeded ten percent (10%) of total
shareholders’ equity at December 31, 1990 were as follows:

(In thousands)
General Motors Acceptance Corporation
Bankers Trust
J.I. Case Credit Corporation
Tenneco Credit Corporation

Moody’s
Sr. Debt
Rating
AA
AA
BAA
BAA

Total

Net
Book
Value

Market
Value

$29,835
19,937
16,981
28,314

$30,232
19,940
17,027
28,555

$95,067

$95,754

4. Loans, Net of Unearned Income
••••

The Bank is party to financial instruments with off-balance-sheet credit risk in the normal
course of business. These financial instruments include unused consumer lines of credit,
commitments to extend credit and standby letters of credit. These instruments involve, to varying
degrees, elements of risk in excess of the amounts recognized in the consolidated financial
statements.
The Bank’s exposure to credit loss in the event of non-performance by the other party to these
financial instruments is represented by the contractual amount. The Bank uses the same credit
policies in granting commitments and conditional obligations as it does for financial instruments
recorded on the consolidated balance sheets.
At December 31, 1990, financial instruments whose contractual amounts represented
off-balance-sheet credit risk were as follows:

Unused consumer lines of credit
Other commitments to extend credit
Standby letters of credit
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$647,955,000
$211,199,000
$ 31,346,000

These commitments and obligations do not necessarily represent future cash flow requirements.
The Bank evaluates each borrower’s creditworthiness on a case-by-case basis, prior to the approval
of the credit line. The amount of collateral obtained, if deemed necessary, is based on
management’s assessment of risk. A substantial portion of the unused consumer lines of credit is
secured by second mortgages on real estate, and has historically remained unused.
5. Allowance for Loan and Lease Losses
••••

A substantial portion (68%) of the Bank’s loans is secured by real estate in the New Jersey/New
York metropolitan area. In addition, a substantial portion (72%) of the other real estate owned is
located in the same markets. The collectibility of the Bank’s loan portfolio and the carrying amount
of other real estate owned are subject to changes in the real estate market in which the Bank
operates.
• •• •

PEOPLE’S BANK, DECEMBER 31, 1990
People’s Bank and Subsidiaries
Notes to Consolidated Financial Statements
NOTE 1. Summary of Significant Accounting Policies
••••

Financial Futures and Options Contracts, and Interest Rate Exchange Agreements
Financial futures and options contracts that meet specified criteria are accounted for as hedges
of assets and liabilities. Realized hedge gains and losses applicable to interest-earning assets and
interest-bearing liabilities are accounted for as premiums or discounts on the hedged items and,
accordingly, are amortized to interest income or expense. Realized hedge gains and losses applicable
to equity securities are accounted for as an adjustment to the cost basis of the securities.
The net interest paid (received) pursuant to interest rate exchange agreements is charged
(credited) to interest expense on a current basis.
• •• •

NOTE 4. Loans
• •• •

People’s loan portfolio is substantially concentrated within the state of Connecticut. At
December 31, 1990, loans secured by Connecticut real estate represented approximately 95% of
total mortgage loans; loans to Connecticut residents represented approximately 74% of total
consumer loans; and loans to Connecticut businesses represented approximately 87% of total
commercial loans (including approximately 50% secured, in whole or in part, by Connecticut real
estate).
The following table summarizes the concentration of the loan portfolio:
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As of December 31, 1990
(in thousands)

Connecticut

Other

Total

$2,531,822

$127,455

$2,659,277

193,090
151,651
99,686
192,380

1,503
10,424
3,000
12,399

194,593
162,075
102,686
204,779

636,807

27,326

664,133

3,168,629

154,781

3,323,410

Consumer:
Credit cards
Home equity credit lines
Other

289,032
379,241
166,629

284,248
369
4,168

573,280
379,610
170,797

Total consumer

834,902

288,785

1,123,687

Commercial:
Loans secured, in whole
or in part, by real estate
Other

381,080
282,993

29,526
71,259

410,606
354,252

Total commercial

664,073

100,785

764,858

$4,667,604

$544,351

$5,211,955

Mortgage:
Residential
Commercial:
Office buildings
Apartment buildings
Retail stores and shopping centers
Other
Total commercial mortgage
Total mortgage

Total loans

The ability of People’s borrowers to make principal and interest payments is dependent upon,
among other things, the level of overall economic activity and the real estate market conditions
prevailing within People’s concentrated lending area. The Northeast region, including People’s
primary market area, has been affected by a contraction of economic activity and a deterioration
of the real estate market. Uncertainty exists with respect to the future prospects for the regional
economy and real estate market. If the recent deterioration continues, People’s future operating
results could be adversely affected by significant provisions for loan losses and reduced interest
income, resulting from further increases in non-performing loans.
• •••

NOTE 14. Commitments and Contingencies
In the normal course of business, People’s has various outstanding commitments and contingent
liabilities that have not been reflected in the consolidated financial statements. These include
off-balance-sheet financial instruments such as commitments to extend credit and sell loans, letters
of credit, option contracts on stocks and interest rate exchange agreements. These instruments
involve varying degrees of credit risk, liquidity risk and market risk, and are generally undertaken
by People’s to meet the financing needs of its customers or to reduce its own exposure to
fluctuations in interest rates and market prices. Management does not anticipate any material loss
as a result of these transactions.
People’s principal commitments and contingent liabilities are discussed in the sections that
follow.
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Commitments to Extend Credit and Sell Loans
People’s enters into contractual commitments to extend credit in the form of mortgage,
consumer and commercial loans and also extends lines of credit. Commitments generally have
fixed expiration dates or other termination clauses and may require the payment of a fee by the
customer. At December 31, 1990, People’s outstanding commitments to extend credit and lines of
credit totaled $74.8 million for mortgage loans, $1,123.1 million for consumer loans and $258.9
million for commercial loans. These amounts do not necessarily represent future cash requirements
since certain commitments and lines of credit may expire without being funded. Substantially all
of these commitments and lines of credit have been provided to customers within People’s primary
lending area described in note 4 and relate to loans with adjustable or floating interest rates. The
credit risk associated with commitments to extend credit is essentially the same as for loans on the
consolidated statements of condition. Commitments are subject to the same credit approval process,
including a case-by-case evaluation of the customer’s creditworthiness and related collateral
requirements.
• •• •

Letters of Credit
People’s issues both commercial letters of credit and stand-by letters of credit. A commercial
letter of credit is normally a short-term instrument used to finance a commercial contract for the
shipment of goods from seller to buyer. The letter of credit ensures prompt payment to the seller
in accordance with its terms. Although a commercial letter of credit is contingent upon the
satisfaction of specified conditions, it becomes a current exposure if the customer defaults on the
underlying transaction. The contractual amount of commercial letters of credit issued by People’s
totaled $4.5 million at December 31, 1990. Under a stand-by letter of credit, People’s is obligated
to disburse funds to a designated third-party beneficiary in the event that the customer fails to
perform under the terms of the agreement with the beneficiary.
At December 31, 1990, stand-by letters of credit issued by People’s totaled $58.2 million. The
credit risk associated with letters of credit is essentially the same as that involved in People’s
lending activities. Letters of credit are subject to the same credit approval process, including a
case-by-case evaluation of the customer’s creditworthiness and related collateral requirements.
Option Contracts on Stocks and Interest Rate Exchange Agreements
People’s utilizes option contracts on stocks to hedge current and anticipated investment security
positions, and to manage interest rate risk. At December 31, 1990, People’s had commitments to
purchase and sell under written option contracts totaling approximately $32.9 million.
People’s has entered into unsecured interest rate exchange ("swap") agreements to extend the
effective term of repricing of its liabilities to more closely match that of its assets. An interest rate
swap is an agreement between two parties to exchange interest flows based on an agreed notional
principal amount which is never actually at risk. The total notional principal amount of these
agreements was $10.0 million and $40.0 million at December 31, 1990 and 1989, respectively.
Under the agreements, People’s makes periodic payments based on fixed interest rates applied to
the notional principal amounts and, in exchange, receives periodic payments based on variable
interest rates tied to the London Interbank Offered Rate. At December 3 1 , 1990, the fixed rate paid
was 8.06% and the remaining term of the agreement was nine months. The exchange of interest
payments resulted in net payments (receipts) by People’s, which are included in interest expense
on time deposits, of $58,000, $(946,000) and $(3,000) for 1990, 1989 and 1988, respectively. An
interest rate swap involves certain risks, including credit risk if the counterparty does not continue
to make payments under the agreement. However, People’s does not anticipate such
non-performance under its agreements.
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III
FINANCIAL ENTERPRISES OTHER THAN BANKS

Financial enterprises other than banks also are parties to a larger variety of financial instruments
with off-balance-sheet risk, and use such instruments more extensively, than nonfinancial
enterprises. Examples of information disclosed in accordance with FASB Statement No. 105 by
twenty-six such enterprises are presented below. The information is classified according to which
of these types of nonfinancial enterprises is the primary component of the disclosing enterprise:
•

Security brokers, dealers, or flotation companies

•

Life or accident and health insurance companies

•

Fire, marine, or casualty insurance companies

SECURITY BROKERS, DEALERS, OR FLOTATION COMPANIES

Bear Steams Companies Inc., June 30, 1990
Notes to Consolidated Financial Statements
1. Summary of Significant Accounting Policies
• •• •
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Securities Transactions

The Company, in the normal course of business, enters into transactions in financial futures,
including options on financial futures, and forward contracts which are used primarily to hedge
certain proprietary securities positions and commitments. The Company also enters into commodity
and foreign exchange futures and forward contracts, interest rate swaps and transactions involving
the purchase and sale of securities and foreign exchange options. These contracts are valued at
market and the resulting unrealized gains and losses are reflected in earnings.
Stock Lending Activities
Securities borrowed and securities loaned are recorded at the amount of cash collateral advanced
or received. Securities borrowed transactions require the Company to deposit cash, letters of credit
or other collateral with the lender. With respect to securities loaned, the Company receives
collateral in the form of cash or other collateral in an amount generally in excess of the market
value of securities loaned. The Company monitors the market value of securities borrowed and
loaned on a daily basis with additional collateral obtained or refunded as necessary.

2. Securities and Commodities — At Market Value
Securities and commodities owned and securities and commodities sold, but not yet purchased,
consist of the Company’s proprietary trading and investment accounts, at market value, as follows:
In thousands

JUNE 30, 1990

JUNE 30, 1989

SECURITIES AND COMMODITIES SOLD, BUT NOT YET PURCHASED:
United States Government and agency
State and municipal
Corporate equity
Corporate debt
Other

$3,345,564
2,533
614,705
127,070
108,823
$4,198,695

$7,177,183
2,979
544,899
266,644
156,831
$8,148,536

Securities and commodities sold, but not yet purchased represent obligations of the Company
to deliver the specified security at the contracted price, and, thereby, create a liability to repurchase
the security in the market at prevailing prices. Accordingly, these transactions result in
off-balance-sheet risk as the Company’s ultimate obligation to satisfy the sale of securities and
commodities sold, but not yet purchased, may exceed the amount recognized in the Consolidated
Statements of Financial Condition.
10. Commitments and Contingencies

Letters of Credit
At June 30, 1990, the Company is contingently liable for unsecured letters of credit of
$442,238,000 and letters of credit of $225,469,000 secured by securities owned by the Company,
which are principally used as deposits for securities borrowed and to satisfy margin deposits at
option and commodity exchanges.
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Borrow Versus Pledge
At June 30, 1990, United States Government and agency securities with a market value of
approximately $662,424,000 have been pledged against borrowed securities with an approximate
market value of $656,074,000.

• •••

Other Commitments
In the normal course of its business, the Company enters into transactions in financial
instruments with off-balance-sheet risk in order to meet the financing and hedging needs of its
customers, to reduce its own exposure to market and interest rate risk and in connection with its
normal proprietary trading activities. These financial instruments include forward and futures
contracts, interest rate swaps and the writing of options and interest rate caps and floors. Each of
these financial instruments contain varying degrees of off-balance-sheet risk whereby changes in
the market values of the securities or money-market instruments underlying the financial instruments
may be in excess of the amounts recognized in the Consolidated Statements of Financial Condition.
Forward and futures contracts provide for the delayed delivery of securities or money-market
instruments with the seller agreeing to make delivery at a specified future date, at a specified price
or yield. Risk arises from the potential inability of counterparties to perform under the terms of the
contracts and from changes in securities values and currency exchange and interest rates. As a
writer of options, including the writing of interest rate caps and floors, the Company receives a
premium in exchange for bearing the risk of unfavorable changes in the price of the securities or
money-market instruments underlying the option.
The Company’s foreign exchange trading activities involve the purchase and sale of foreign
exchange options having various maturity dates. The Company seeks to limit its exposure to
foreign exchange rate movements by hedging such option positions with foreign exchange positions
in spot currency, futures and forward contracts.
Interest rate swap transactions generally involve the exchange of fixed and floating rate interest
payment obligations on an underlying notional principal amount. Risk in these transactions involves
both the risk of counterparty nonperformance under the terms of the contract and the risk associated
with changes in the market values of the swap associated with interest rate risks. The Company’s
position in interest rate swaps is generally hedged through the purchase or sale of other interestrate-sensitive financial instruments.
At June 30, 1990, the Company’s commitments include forward purchase and sale contracts
involving mortgage-backed securities with market values of approximately $5,940,826,000 and
$7,937,832,000, respectively. A summary of other significant commitments, at contract or notional
amounts, is as follows (in millions):
FINANCIAL FUTURE CONTRACTS
Commitments to purchase
Commitments to sell
FORWARD FOREIGN CURRENCY CONTRACTS
Commitments to purchase
Commitments to sell
OPTIONS WRITTEN
Foreign currency
Securities and stock indexes
SWAPS AND INTEREST RATE CAPS
AND FLOORS WRITTEN

$2,520
2,267

108
142

781
4,009

396
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The contract or notional amounts of these instruments reflect the Company’s extent of
involvement in the particular class of financial instrument and do not represent the Company’s risk
of loss due to counterparty nonperformance. The Company’s exposure to credit risk associated with
counterparty nonperformance on forward and futures contracts and interest rate swaps is limited to
the amounts reflected in the Company’s Consolidated Statements of Financial Condition. The
settlement of these transactions is not expected to have a material effect upon the Company’s
Consolidated Statements of Financial Condition.
As part of the Company’s proprietary commodity trading activities, the Company enters into
commodity futures and forward contracts providing for the purchase and sale of crude oil and
petroleum products with contract values at June 30, 1990 of $665,990,000 and $763,701,000,
respectively. The prices of a significant portion of the forward purchase and sales commitments with
respect to crude oil are only determinable in the future based upon contracted pricing formulas
specified in the agreements.
11. Financial Instruments with Off-Balance-Sheet Credit Risk
In the normal course of business, the Company’s customer and correspondent clearance
activities ("customers") involve the execution, settlement and financing of various customer
securities and commodities transactions.
These activities may expose the Company to
off-balance-sheet credit risk in the event the customer is unable to fulfill its contracted obligations.
The Company’s customer securities activities are transacted on either a cash or margin basis.
In margin transactions, the Company extends credit to the customer, subject to various regulatory
and internal margin requirements, collateralized by cash and securities in the customer’s account.
In connection with these activities, the Company executes and clears customer transactions
involving the sale of securities not yet purchased ("short sales") and the writing of option contracts.
The Company also executes customer transactions in the purchase and sale of commodity futures
contracts (including options on futures), substantially all of which are transacted on a margin basis
subject to individual exchange regulations. Such transactions may expose the Company to
significant off-balance-sheet risk in the event margin requirements are not sufficient to fully cover
losses which customers may incur. In the event the customer fails to satisfy its obligations, the
Company may be required to purchase or sell financial instruments at prevailing market prices in
order to fulfill the customer’s obligations.
In accordance with industry practice, the Company records customer transactions on a
settlement date basis, which is generally five business days after trade date. The Company is
therefore exposed to risk of loss on these transactions in the event of the customer’s or broker’s
inability to meet the terms of their contracts, in which case the Company may have to purchase or
sell financial instruments at prevailing market prices. Settlement of these transactions is not
expected to have a material effect upon the Company’s Consolidated Statements of Financial
Condition.
The Company seeks to control the risks associated with its customer activities by requiring
customers to maintain margin collateral in compliance with various regulatory and internal
guidelines. The Company monitors required margin levels daily and, pursuant to such guidelines,
requires the customers to deposit additional collateral, or to reduce positions, when necessary. The
Company also establishes credit limits for customers engaged in commodity futures activities, which
are monitored daily.
The Company’s customer financing and securities settlement activities require the Company to
pledge customer securities as collateral in support of various secured financing sources such as bank
loans, securities loaned and repurchase agreements. Additionally, the Company pledges customer
securities as collateral to satisfy margin deposits of various exchanges. In the event the
counterparty is unable to meet its contracted obligation to return customer securities pledged as
collateral, the Company may be exposed to the risk of acquiring the securities at prevailing market
prices in order to satisfy its customer obligations. The Company controls this risk by monitoring
the market value of securities pledged on a daily basis and by requiring adjustments of collateral
levels in the event of excess market exposure. Additionally, the Company establishes credit limits
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for such activities and monitors compliance on a daily basis. At June 30, 1990, the market value
of customer securities pledged under these secured financing transactions approximated the amounts
due.
Concentrations of Credit Risk
As a securities broker and dealer, the Company is engaged in various securities trading and
brokerage activities servicing a diverse group of domestic and foreign corporations, governments
and institutional and individual investors. A substantial portion of the Company’s transactions are
collateralized and are executed with and on behalf of institutional investors including other brokers
and dealers, commercial banks, insurance companies, pension plans and mutual funds and other
financial institutions. The Company’s exposure to credit risk associated with the nonperformance
of these customers in fulfilling their contractual obligations, pursuant to securities and commodities
transactions, can be directly impacted by volatile trading markets which may impair the customers’
ability to satisfy their obligations to the Company. The Company’s principal activities are also
subject to the risk of counterparty nonperformance.
In connection with these activities, particularly in United States Government and agency
securities, the Company enters into collateralized reverse repurchase and repurchase agreements,
securities lending arrangements and certain other secured transactions which may result in
significant credit exposure in the event the counterparty to the transaction was unable to fulfill its
contractual obligations. In accordance with industry practice, repurchase agreements and securities
borrowing arrangements are generally collateralized by cash or securities with a market value in
excess of the Company’s obligation under the contract. The Company attempts to minimize credit
risk associated with these activities by monitoring customer credit exposure and collateral values
on a daily basis and requiring additional collateral to be deposited with or returned to the Company
when deemed necessary.
A significant portion of the Company’s securities clearance activities include clearing
transactions for specialists, market makers, risk arbitrageurs, hedge funds and other professional
traders. Due to the nature of their operations, which may include a significant level of short sales
and option writing, the Company may have significant credit exposure to the potential inability of
these customers to meet their commitments in the event of volatile trading markets. The Company
seeks to control this risk by monitoring margin collateral levels on a daily basis for compliance with
both regulatory and internal guidelines and requests additional collateral where necessary.
Additionally, in order to further control this risk, the Company has developed computerized risk
control systems which analyze the customer’s sensitivity to major market movements. Where
deemed necessary, the Company will require the customer to deposit additional margin collateral,
or reduce positions, if it is determined that the customer’s activities may be subject to above-normal
market risks.

FIRST ALBANY COMPANIES INC., SEPTEMBER 30, 1990
Notes to Consolidated Financial Statements
Note 12. Commitments and Contingencies
• •••
The Company is contingently liable under bank letter-of-credit agreements, executed in
connection with security clearing activities, totaling $2,400,000 at September 30, 1990.
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Note 14. Off-Balance-Sheet Credit Risk and Concentrations of Credit Risk
In the normal course of business, the Company’s customer and correspondent clearance
activities involve the execution, settlement, and financing of various securities transactions. These
activities may expose the Company to off-balance-sheet risk in the event the customer or other party
is unable to fulfill contractual obligations. These items are more fully described below.
The Company seeks to control off-balance-sheet risk by monitoring the market value of
securities held or given as collateral in compliance with regulatory and internal guidelines. Pursuant
to such guidelines, the Company requires additional collateral or reduction of positions, when
necessary. The Company also completes credit evaluations of customers, particularly institutions,
where there is thought to be credit risk.
The Company enters into reverse repurchase agreements with commercial banks (Note 1). [Ed.
Note: Note 1 is omitted from this survey.] Should the other party to these transactions be unable
to return the cash, the Company could be required to obtain possession and sell the securities
pledged as collateral at prevailing market prices. Reverse repurchase agreements were $26,500,000
at September 30, 1990. At September 30, 1990, the market value of securities pledged to the
Company was $1,327,000 greater than the repurchase price specified in the agreements.
The Company loans securities to and borrows securities from other brokers and financial
institutions (Note 3). [Ed. Note: Note 3 is omitted from this survey.] For securities loaned, the
Company receives cash representing 105% of the market value of securities loaned. For securities
borrowed, the Company provides cash to the other party representing 105% of the market value of
securities borrowed. In the event the other party to these transactions is unable to return the cash
or collateral provided or the securities loaned, the Company may be exposed to the risk of replacing
or disposing of the securities at prevailing market prices. Securities borrowed and loaned were
$97,848,000 and $99,755,000, respectively, at September 30, 1990. The Company seeks to control
this risk by monitoring the sufficiency of collateral held on a daily basis and requesting additional
collateral when necessary. At September 30, 1990, the market value of stock loaned in excess of
cash received was $95,000; the market value of securities borrowed in excess of cash provided was
$867,000.
A portion of the Company’s customer activity involves the sale of securities not yet purchased
("short sales"). Such transactions may expose the Company to off-balance-sheet risk in the event
collateral provided is not sufficient to cover losses, which customers may incur upon market
fluctuations. In the event the customer fails to satisfy his obligations, the Company may be required
to purchase or sell financial instruments at prevailing market prices in order to fulfill the customer’s
obligations. Generally, the Company is fully or partly collateralized, net of an allowance for
doubtful accounts, on all customer receivables (Note 12). [Ed. Note: Information on customer
receivables contained in Note 12 is omitted from this survey.] Net customer receivables were
$63,520,000 at September 30, 1990.
The Company, as a part of its normal brokerage activities, sells securities not yet purchased in
anticipation of declining stock prices. The establishment of short positions exposes the Company
to off-balance-sheet risk in the event prices increase, as the Company may be obligated to acquire
the securities at prevailing market prices. Securities sold, but not yet purchased amounted to
$1,046,000 at September 30, 1990.
The Company pledges unpaid customer securities as collateral for bank loans and to satisfy
margin deposits of clearing organizations under contracts with these organizations. In the event such
party is unable to return customer securities pledged as collateral, the Company may be exposed
to the risk of acquiring the securities at prevailing market prices. The Company seeks to reduce this
risk by having the securities held by an independent securities custodian. Customer securities
pledged to collateralize bank loans were $37,309,000 at September 30, 1990.
In accordance with industry practice, the Company records customer transactions on a
settlement date basis, which is generally five business days after trade date. The Company is
therefore exposed to risk of loss on these transactions in the event of the customer’s or broker’s
inability to meet the terms of the contract, in which case the Company may have to purchase or sell
securities at prevailing market prices. Settlement of these transactions is not expected to have a
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significant effect upon the Company’s Financial position.
The Company is a market maker in a number of securities and in this capacity may have
significant positions in its inventory or be required to purchase significant positions in a volatile
market. In order to control this risk, security positions are monitored on at least a daily basis, and
there are regulatory guidelines that limit the obligation of the market maker to purchase the
securities in a volatile market. Should the Company find it necessary to sell such a security, it may
not be able to realize the full carrying value of the security due to the significance of the position
sold. The criterion for determining whether an individual security position represents a significant
portion of its issue is defined by SEC rule 15c3-1 and is referred to as "market blockage." The
total value of securities held in inventory at September 30, 1990 which meet this criterion is
$829,000. Similarly, if a single security position held in inventory represents a significant portion
of net capital, as defined by SEC rule 15c3-1, the Company may also not be able to realize the full
carrying value of the security if the entire position was required to be sold. The total value of
securities held in inventory at September 30, 1990 that meet this criterion is $1,852,000.
The Company acts as a manager and co-manager in underwriting security transactions. In this
capacity, there is risk if the potential customer does not fulfill the obligation to purchase the
securities. The Company controls this risk by dealing primarily with institutional investors. In most
cases, no one institutional customer subscribes to the majority of the securities being sold, thereby
spreading the risk for this type of loss among many established customers. The Company also
establishes credit limits for these activities and monitors compliance with the applicable limits and
industry regulations on a daily basis.
Securities that the Company has not received or delivered at the settlement date result in fails
(Note 3). [Ed. Note: Note 3 is omitted from this survey.] Should the other party to these
transactions be unable to fulfill its obligations, the Company may be required to purchase or sell
these securities at prevailing market prices.
The Company maintains margin and cash security accounts for its customers located throughout
the United States. The majority of the Company’s customer receivables are serviced by branch
locations in the Northeastern section of the country.

INTERSTATE/JOHNSON LANE INC., SEPTEMBER 30, 1990
Notes to Consolidated Financial Statements
8. Financial Instruments with Off-Balance-Sheet Risk:
In the normal course of business, I/JL’s activities involve the execution, settlement and
financing of various securities transactions. These activities may expose I/JL to off-balance-sheet
risk in the event the customer or other party is unable to fulfill its contractual obligations.
Obligations arising from financial instruments sold short in connection with I/JL’s normal
trading activities expose I/JL to off-balance-sheet risk in the event market prices increase, since I/JL
may be obligated to repurchase those short positions at a greater price. I/JL engages in short selling
primarily of debt securities, which are typically less volatile than equities or options.
Forward and financial futures contracts provide for the seller agreeing to make delivery of
securities or other financial instruments at a specified future date and price. Risk arises from the
potential inability of counterparties to perform under the terms of the contracts, and from changes
in values of the underlying instruments. At September 30, 1990, I/JL’s commitments include
forward purchase and sale contracts (involving mortgage-backed securities and SBA loans) with
market values of approximately $52.5 million and $52.6 million, respectively.
I/JL enters into repurchase agreements, whereby it lends money by purchasing U.S.
Government/agency or mortgage-backed securities from customers or dealers with an agreement to
resell them to the same customers or dealers at a later date. Such loans are collateralized by the
underlying securities, which may be converted into cash at I/JL’s option. It is I/JL’s policy to take
delivery of such underlying collateral in its custodial account. In addition, I/JL monitors the market
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value of the collateral underlying each such receivable, and issues margin calls as necessary
according to the creditworthiness of the borrower. I/JL may also enter into repurchase agreements
whereby it is borrowing money under similar arrangements.
I/JL’s customer margin transactions may expose it to off-balance-sheet risk in the event the
customer is unable to fulfill his contractual obligations. While such transactions are subject to
various regulatory and internal margin requirements, these may not be sufficient to fully cover
losses incurred by customers. In the event the customer fails to reimburse I/JL for these losses, it
may be required to liquidate the customer’s collateral at prevailing market prices which may not
totally satisfy his obligations. I/JL controls this risk by revaluing collateral at current prices on a
daily basis and requiring the posting of additional collateral when appropriate. I/JL also establishes
credit limits for such activities and monitors compliance with the applicable limits and industry
regulations on a daily basis.

MORGAN KEEGAN INC., JULY 31, 1990
Notes to Consolidated Financial Statements
Morgan Keegan, Inc. and Subsidiaries
Note A—Summary of Significant Accounting Policies
• •• •

Securities Transactions: Securities transactions and related commission revenue and expense are
recorded on a settlement-date basis, generally the fifth business day following the transaction date.
The risk of loss on unsettled transactions is identical to settled transactions and relates to the
customers’ or brokers’ inability to meet the terms of their contracts. Credit risk is reduced by the
industry policy of obtaining and maintaining adequate collateral until the commitment is completed.
••••

Note K—Financial Instruments with Off-Balance-Sheet Risk
The Company is a party to certain financial instruments with off-balance-sheet risk in the
normal course of trading inventory and clearance of customers’ securities transactions. These
financial instruments include securities sold, not yet purchased and payable to brokers and dealers.
These instruments involve, to varying degrees, elements of market risk whose ultimate obligation
may exceed the amount recognized in the 1990 statement of financial condition.

PAINE WEBBER GROUP INC., DECEMBER 31, 1990
Notes to Consolidated Financial Statements
(In thousands o f dollars except share and per share amounts)
Term Debt
Consolidated term debt of the Company at December 31, 1990 and 1989 follows:

Medium-Term Subordinated Notes, Series B
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1990

1989

$217,150

$137,700

9 3/8% Subordinated Notes

1990

1989

75,000

75,000

1990

1989

• •• •

Medium-Term Senior Notes, Series A

40,000
• •• •
$656,993

$521,929

The Company has a Multiple Currency Medium-Term Note Program (the "Program") under the
terms of which the Company may offer for sale Medium-Term Senior Notes, Series A and
Medium-Term Subordinated Notes, Series B (collectively the "Notes") due from nine months to 30
years from date of issuance. The Notes may be both fixed and variable with respect to interest rate.
As of December 31, 1990, the Company had $217,150 of Notes outstanding at a weighted average
interest rate of 9.14%, with an additional $212,850 available under the Program.
The Company has two interest rate swap agreements that enable the Company to obtain a
floating interest rate on $15,000 of its Medium-Term Notes through the maturity dates of the Notes
on April 30 and September 30, 1992. The floating interest rates are based on LIBOR and adjust
semiannually on March 1 and September 1.
The 13 3/8% and 9 3/8% Subordinated Notes mature on March 1 , 1994 and 1996, respectively,
and may be redeemed, at the option of the Company, on at least 30 and not more than 60 days
notice, in whole or in part, on or after March 1, 1991 and 1993, respectively. The redemption price
is equal to 100% of their principal amount plus accrued interest. Interest on the Notes is payable
semiannually on March 1 and September 1.
The Company has an interest rate swap agreement that enables the Company to obtain a
floating interest rate on its fixed rate 9 3/8% Subordinated Notes through the maturity date of the
Notes. The floating interest rate is based on LIBOR and adjusts semiannually on March 1 and
September 1.
Commitments and Contingent Liabilities
Trading and Underwriting
In the normal course of business, the Company has outstanding forward purchase and sale
agreements, futures and written option contracts, interest rate swaps, underwriting agreements and
other contracts committing the Company to purchase or deliver other instruments at specified future
dates and prices, or to make or receive payments to be determined by reference to notional amounts
and specified rates or indices. These contracts are entered to meet the needs of clients and as part
of the Company’s market risk management, trading and financing activities.
These contracts are valued at market, and unrealized gains and losses are reflected in the
financial statements. The Company’s risk of loss in the event of counterparty default is not
represented by the contract or notional amounts. The contract or notional amounts of these
contracts, while appropriately not recorded in the financial statements, reflect the extent of the
Company’s involvement in these contracts and December 31, 1990 were as follows:
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Forward contracts:
To purchase
To sell
Futures contracts:
To purchase
To sell
Options written:
Calls
Puts
Caps and floors
Interest rate swaps

Financial

Foreign
Currency

$5,305,510
6,622,809

$439,435
601,578

1,733,621
520,727

81,474
16,575

714,051
1,194,695
843,000
330,753

102,082
49,138

Financial forward contracts relate primarily to mortgage backed securities.
At December 31, 1989, the market value of unsettled purchase and sale contracts, principally
mortgage backed securities, amounted to $5,510,678 and $6,626,911, respectively. Also, as of
December 3 1 , 1989, options existed under which the Company may have been required to purchase
$368,808 and sell $133,411 of mortgage backed securities.
Credit Risk in Proprietary and Client Transactions
Counterparties to the Company’s proprietary trading, hedging, financing and arbitrage activities
are primarily financial institutions including brokers and dealers, banking institutions and
institutional clients. Receivables and payables with brokers and dealers and under agreements to
resell and repurchase securities are generally collateralized by cash, other securities or letters of
credit. Credit losses could arise should counterparties fail to perform and the value of any collateral
obtained prove inadequate. The Company manages this credit risk by monitoring net exposure to
individual counterparties on a daily basis and by requiring additional collateral when considered
necessary.
Client transactions are effected on either a cash or margin basis. In a margin transaction, the
Company extends credit to a client for the purchase of securities, using the securities purchased
and/or other securities in the client’s accounts as collateral for amounts loaned. Amounts loaned are
limited by margin regulations of the Federal Reserve Board and other regulatory authorities and are
subject to the Company’s credit review and daily monitoring procedures. The Company takes the
risk that market declines could reduce the value of any collateral below the principal amount
loaned, plus accrued interest, before the collateral could be sold.
Client transactions include positions in commodities and financial futures, securities sold but
not yet purchased and written options. The risk to the Company’s clients in these transactions can
be substantial, principally due to price volatility and related commodities exchange regulations
which can be preclude purchases or sales necessary to limit losses or realize gains. Margin deposit
requirements pertaining to commodity futures and options transactions are generally lower than
those for exchange traded securities. To the extent clients are unable to meet their commitments
to the Company and margin deposits are insufficient to cover outstanding liabilities, the Company
may be forced to take market action.
Trades are recorded on a settlement date basis. Should either the customer or broker fail to
perform, the Company may be required to complete the transaction at prevailing market prices.
Trades pending at December 31, 1990 were settled without adverse effect on the Company’s
financial position.
The Company may lend to other brokers or pledge against loans a portion of clients’ securities
to the extent permitted by applicable margin regulations. Should the counterparty fail to return the
clients’ securities, the Company may be required to replace them at prevailing market prices. At
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December 3 1 , 1990, the market value of customer securities pledged by the Company approximated
the amounts due or collateral obtained.
• •• •

As of December 31, 1990 and 1989, the Company was contingently liable under unsecured
letter of credit agreements of $398,749 and $268,382, respectively.
The Company is contingently liable as a guarantor of certain partnerships’ obligations for
$81,606. In addition, certain of the Company’s subsidiaries are contingently liable as issuer of
$119,517 of notes payable to managing general partners of various limited partnerships pursuant
to Internal Revenue Service guidelines. In the opinion of management, these contingencies will have
no material adverse effect on the Company’s financial position. The Company has conditional
commitments of $84,028 to contribute capital to investment partnerships.
• •••

PIPER JAFFRAY INCORPORATED, SEPTEMBER 28, 1990
Notes to Consolidated Financial Statements
4. Short-Term Borrowings
(In Thousands)
• •••

The Company also has $4,664 of letters of credit outstanding at September 28, 1990, primarily
as margin on various securities exchanges.
8. Financial Instruments with Off-Balance-Sheet Risk
Off-balance-sheet credit risk:
The Company records securities transactions on a settlement date basis, generally the fifth
business day following the transaction. The risk of loss on unsettled transactions is identical to
settled transactions and relates to the customers’ or brokers’ inability to meet the terms of their
contracts. Credit risk is reduced by the industry policy of obtaining and maintaining adequate
collateral until the commitment is completed.
The Company executes and clears customer transactions involving the sale of securities not yet
purchased as well as the writing of option contracts and the sale of commodities futures and option
contracts. Substantially all of these transactions are effected on a margin basis subject to individual
exchange regulations. These transactions may expose the Company to significant off-balance-sheet
risk in the event margin requirements are not sufficient to fully cover losses which customers may
incur. In the event the customer fails to satisfy its obligations, the Company may be required to
purchase or sell financial instruments at prevailing market prices in order to fulfill the customer’s
obligations.
The Company’s customer financing and securities settlement activities require the Company to
pledge customer securities as collateral in support of various secured financing sources.
Additionally, the Company pledges customer securities as collateral to satisfy margin deposits of
various exchanges. Much of this collateral is held by independent third parties and in the event the
third party is unable to meet its contractual obligation to return customer securities pledged as
collateral, the Company may be exposed to the risk of acquiring these securities at prevailing
market prices in order to satisfy its customer obligations.
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In addition, the Company is required to maintain physical possession or control, as defined, of
all fully-paid and excess margin securities of customers. To the extent such control cannot be
obtained from various third parties, the Company may have to purchase or sell securities at
prevailing market rates to obtain such possession or control.
Off-balance-sheet market risk:
The Company’s securities sold but not yet purchased represent obligations of the Company to
deliver the specified security at the contracted price and thereby create a liability to repurchase the
security in the market at prevailing prices. Accordingly, these transactions result in off-balance-sheet
market risk as the Company’s ultimate obligation to satisfy the sale of securities sold but not yet
purchased may exceed the amount recorded in the statement of financial condition. Management
of the Company does not believe this risk to be material to the financial condition of the Company.

QUICK & REILLY GROUP INC., FEBRUARY 28, 1991
Notes to Consolidated Financial Statements
NOTE 2—Acquisitions
• •••

During the fiscal year ended February 28, 1990, the Company acquired the retail businesses of
five broker-dealers plus the specialist operations of Drexel Burnham Lambert Specialists Corp.
During the fiscal year ended February 2 8 , 1989, the Company acquired the retail businesses of three
broker-dealers and on February 3, 1989 completed the merger of the specialist operations of
Conklin, Cahill & Co. ("CC & Co."). ... At February 28, 1991, the Company is contractually
committed pursuant to certain agreements for amounts totaling approximately $3,500,000 which are
payable in February of 1992.
• •• •

NOTE 6—Commitments and Contingencies
• •••

Margin requirements of $13,319,000 with a clearing corporation at February 2 8 , 1991 have been
satisfied by obtaining letters of credit with face amounts totaling $15,000,000. These letters of credit
are secured by customers’ margin account securities.
The Company’s commitment for agreements as described in Note 2 for approximately
$3,500,000 is secured by an irrevocable standby letter of credit expiring on February 2 2 , 1992. The
standby letter of credit balance is reduced by the corresponding payment of the annual installments
as described in Note 2.
• •• •

NOTE 17—Financial Instruments With Off-Balance Sheet Risk and Concentrations of Credit Risk
The Company has a nationwide retail customer base. The Company conducts business with
brokers and dealers, clearing organizations and depositories that are primarily located in the New
York area. Banking activities are conducted mainly with commercial banks located in the New York
area and throughout the country to primarily support customer securities activities.
In the normal course of business, the Company’s securities activities involve execution,
settlement and financing of various securities transactions for customers, as well as specialist trading
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activities with counterparties. These activities may expose the Company to risk in the event
customers, other brokers and dealers, banks, depositories or clearing organizations are unable to
fulfill contractual obligations.
For transactions in which the Company extends credit to customers, the Company seeks to
control the risks associated with these activities by requiring customers to maintain margin collateral
in compliance with various regulatory and internal guidelines. The Company monitors required
margin levels daily and, pursuant to such guidelines, requests customers to deposit additional
collateral, or reduce securities positions when necessary. In addition, the Company’s correspondent
broker-dealers may be required to maintain deposits relating to security clearance activities.
The Company records clearance of securities transactions on a settlement date basis, which is
generally five business days after trade date.
The Company is therefore exposed to
off-balance-sheet risk of loss on unsettled transactions in the event customers and other
counterparties are unable to fulfill contractual obligations.
The Company’s customer financing and securities lending activities require the Company to
pledge customer securities as collateral for various secured financing sources such as bank loans,
securities loaned and letters of credit. In the event the counterparty is unable to meet its contractual
obligation, the company may be exposed to off-balance sheet risk of acquiring securities at
prevailing market prices. The Company monitors the credit standing of counterparties with whom
it conducts business. Risk is further controlled by monitoring the market value of securities pledged
on a daily basis and by requiring adjustments of collateral level in the event of excess market
exposure or instituting securities buy-in procedures when required.

RAYMOND JAMES FINANCIAL INC., SEPTEMBER 28, 1990
Raymond James Financial, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
Note 12 — Financial Instruments with Off-Balance-Sheet Risk:
In the normal course of business the Company, like all other firms in the securities industry,
purchases and sells securities as principal or agent. If another party to the transaction fails to
perform as agreed (for example, failure to deliver a security or failure to pay for a security) the
Company may incur a loss if the market value of the security is different from the contract amount
of the transaction.
The Company has deposited, with lending institutions, securities owned by customers and others
as collateral for borrowings. Additionally, the Company has loaned, to brokers and dealers,
securities owned by customers and others for which it has received cash or other collateral. The
Company also acts in an agency capacity whereby the Company borrows securities from one
broker-dealer and then lends them to another. If a lending institution or broker or dealer does not
return a security, the Company may be obligated to purchase the security in order to return it to the
owner. In such circumstances, the Company may incur a loss equal to the amount by which the
market value of the security on the date of nonperformance exceeds the value of the loan from the
institution or the collateral from the broker or dealer.
The Company has sold securities that it does not currently own, and will therefore be obligated
to purchase such securities at a future date. The Company has recorded $4,036,000 and $1,085,000
at September 28, 1990 and September 29, 1989, respectively, which represents the market value of
the related securities at such dates. The Company is subject to loss if the market price of the
securities increases subsequent to September 28, 1990.
The Company’s policy is to continually monitor its market exposure and counterparty risk. In
addition, the Company has a policy of reviewing, as considered necessary, the credit standing of
each counterparty and customer with which it conducts business. The Company does not anticipate
nonperformance by the counterparties.
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LIFE OR ACCIDENT AND HEALTH INSURANCE ENTERPRISES

AETNA LIFE AND CASUALTY COMPANY, DECEMBER 31, 1990
Notes to Financial Statements

1.

Summary of Significant Accounting Policies
• •••

Investments
• •••

The company utilizes futures and forward contracts and swap agreements in order to manage
investment returns and to align maturities, interest rates, currency rates and funds availability with
its obligations. Futures contracts are carried at market value. Realized and unrealized gains and
losses on futures contracts which qualify as hedges are deferred until settlement and recognized as
an adjustment to the hedged asset or liability, and amortized over the life of the related asset or
liability as an adjustment to the yield. Realized gains and losses on futures contracts which do not
qualify as hedges are reflected in the Consolidated Statements of Income and the unrealized gains
and losses are reflected in shareholders’ equity. The difference between amounts paid and received
on swap agreements entered into to reduce the impact of changes in interest rates and currency
exchange rates is reflected in the Consolidated Statements of Income.
Realized and unrealized gains and losses from contracts hedging foreign translation exposures
are reflected, net of tax, in shareholders’ equity. Realized and unrealized gains and losses from
contracts hedging foreign transaction exposures are reflected in the Consolidated Statements of
Income.
••••
14. Commitments and Contingent Liabilities
Off-Balance-Sheet Financial Instruments
The company utilizes financial instruments with off-balance-sheet risk in the normal course of
business in order to manage investment returns and to align maturities, interest rates, currency rates
and funds availability with its obligations. Financial instruments used for such purposes include
futures and forward contracts, and swap agreements. In order to meet the financing needs of its
customers, the company is also a party to financial guarantees and commitments to accept deposits,
extend credit and fund partnerships. All of these instruments involve, to varying degrees, elements
of market risk in excess of the amount recognized in the Consolidated Balance Sheets. Market risk
is the possibility that future changes in market prices may make a financial instrument less valuable.
However, the amount of market risk related to futures and forward contracts to purchase and sell
investments, interest rate and currency rate swaps, and commitments to accept deposits is not
material. Unless otherwise noted, the company does not require collateral or other security to
support the financial instruments discussed below.
Foreign Exchange Forward Contracts
Foreign exchange forward contracts are agreements to exchange fixed amounts of two different
currencies at a specified future date and at a specified price. The company enters into foreign
exchange forward contracts primarily as a hedge against foreign currency fluctuations. Risk results
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from fluctuations in translation rates and the possibility of non-performance by counterparties which
could result in an unhedged position. At December 31, 1990, the company had contracts to sell
$563.1 million and contracts to buy $21.2 million of various foreign currencies. The contract
amounts of these instruments reflect the company’s extent of involvement in this particular type of
financial instrument and do not represent the company’s risk of loss.
Commitments
Commitments to extend credit are legally binding agreements to lend monies at a specified
interest rate and within a specified time period. Risk arises from the potential inability of
counterparties to perform under the terms of the contracts and from interest rate fluctuations. The
company’s exposure to credit risk is minimized by the existence of conditions within the
commitment agreements which release the company from its obligations in the event of a material
adverse change in the counter-party’s financial condition. At December 3 1 , 1990, the company had
$115.4 million in commitments to fund partnerships, and $127.0 million in commitments to fund
commercial mortgage loans.
Financial Guarantees
• •• •

The company no longer writes municipal bond insurance and such business previously written
by the company is reinsured with a subsidiary of MBIA Inc. The company held a 27.3% equity
interest in MBIA Inc. at December 31, 1990.
The Aetna Casualty and Surety Company, a subsidiary of Aetna Life and Casualty Company,
also was a writer of financial guarantees on corporate debt obligations and of non-municipal,
tax-exempt entities through December 31, 1987, and ceased writing such guarantees as of January
1, 1988. Premium income received from such guarantees is recognized pro rata over the contract
coverage period. The aggregate net par value of financial guarantees outstanding at December 31,
1990 and 1989 was $1.8 billion and $2.9 billion, respectively.
American Re-Insurance Company, a subsidiary of Aetna Life and Casualty Company, reinsures
financial guarantee programs written through December 3 1 , 1986. American Re-Insurance Company
ceased reinsuring new financial guarantee programs as of January 1, 1987. The aggregate net par
value of those guarantees outstanding at December 31, 1990 and 1989 was $.3 billion and $.4
billion, respectively.
Case loss reserves for the financial guarantee business are established only when a default has
occurred or when there is knowledge of a potential default, and at December 31, 1990 and 1989
there were no such case loss reserves.
Total reserves for the financial guarantee business were $63.8 million and $73.5 million at
December 31, 1990 and 1989, respectively.
Concentrations of Credit Risk
Disclosure of concentrations of credit risk for bonds and mortgage loans is incorporated herein
by reference to the Management’s Discussion and Analysis of Financial Condition and Results of
Operations, on pages 35 through 39. [Ed. Note: This material is omitted from the survey.] There
were no material concentrations of off-balance-sheet financial instruments at December 31, 1990.
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AMERICAN FAMILY CORPORATION, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
(3) Investments
••••
The Company has open futures contracts with Japanese banks and securities firms to purchase
Japanese government bonds in March 1991 for $52.2 million with a yield of approximately 7.1%.
The fair value of these contracts is $53.1 million at December 31, 1990. The gain or loss realized
on the contracts in 1991 at the date of securities delivery will be recorded as part of the purchase
price of the investment securities. The purpose of the futures contracts is to assure the Company
that the yields existing in late 1990 will be obtained on the equivalent funds when invested in early
1991.

AMERICAN GENERAL CORPORATION, DECEMBER 31, 1990
Notes to Financial Statements
5. Debt
• •• •

5.4 Interest Conversion Agreements
Certain subsidiaries have entered into interest conversion agreements and options thereon,
commonly referred to as interest rate swaps, options on swaps, and interest rate caps, as a means
of managing their interest rate exposure.
The interest conversion agreements involve credit risk due to possible nonperformance by the
other parties to the agreements. Nonperformance is not anticipated by the company, and any such
nonperformance would not have a material impact on net income. Notional amounts are used to
quantify the size of these transactions but do not represent the amount subject to credit risk. The
credit risk to the company can be approximately defined as the notional amount multiplied by the
product of the probability of counterparty nonperformance and the rate differential between the then
current interest rate and the rate specified in the conversion agreement. Fees received on swap
options sold are being recognized over the option period and the life of the agreement as an
adjustment to interest expense. The following table identifies agreements written as of December
31, 1990:

In millions
Swaps:
Obligation to pay fixed rate
Options on swaps sold:
Option to pay fixed rate
Option to pay floating rate
Caps purchased

Underlying
Notional
Amount

$ 1,050

Weighted
Average
Rate

8.71%

350

9.09

100
100

9.50

(*)

(*) Based on the one-month commercial paper rate between September 1991 and September
1993.
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W R BERKLEY CORPORATION, DECEMBER 31, 1990
W.R. Berkley Corporation and Subsidiaries
Notes to Consolidated Financial Statements
For the Years Ended December 31, 1990, 1989, and 1988
(I) Financial Guarantees
A subsidiary of the Company issued surety bonds to financial institutions guaranteeing payment
of amounts due from real estate limited partnership investors. The subsidiary ceased writing this
business in 1987. The aggregate face amount of bonds outstanding (before consideration of
reinsurance ceded) at December 31, 1990 was $500,000, compared with $32,000,000 at December
31, 1989.

BROAD INC., SEPTEMBER 30, 1990
Notes to Consolidated Financial Statements
Broad Inc.
NOTE 1: Summary of Significant Accounting Policies

Interest Rate Swap Agreements. The net differential to be paid or received on interest rate swap
agreements entered into to reduce the impact of changes in interest rates is recognized over the lives
of the agreements. All outstanding interest rate swap agreements are designated as hedges and,
therefore, are not marked to market.

NOTE 6: Indebtedness
Indebtedness consists of the following (interest rates are as of September 30):

Senior subordinated
fixed rate notes due in 1994
(10 1/8% in 1990
and 1989)
Total indebtedness

September 30,
1990

September 30,
1989

117,535,000

125,000,000

$531,895,000

$459,362,000

In 1984, the Company issued $125,000,000 of Senior Subordinated Exchangeable Variable Rate
Notes (the "Variable Rate Notes"). On March 15, 1988, the Company exchanged the Variable Rate
Notes for 10 1/8% Senior Subordinated Fixed Rate Notes (the "Notes"). Concurrently, the Company
entered into a $125,000,000 interest rate swap agreement which adjusted the effective rate on the
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Notes for three months subject to readjustment at quarterly intervals thereafter based on certain
market rates as defined. The effective rate on the Notes is 9 5/8% for the three month period
beginning September 18, 1990. ...
NOTE 10: Financial Instruments
The Company has entered into various interest rate swap agreements ("Swap Agreements") to
reduce the impact of changes in interest rates on certain floating rate investments. At September
30, 1990, the Company had outstanding 30 Swap Agreements with major brokerage firms and
money center banks with an aggregate notional principal amount of $1,470,000,000. The majority
of these Swap Agreements effectively convert floating-rate senior secured bank loans into fixed-rate
instruments. These Swap Agreements mature through 1995 and have an average remaining maturity
of approximately 2 years. The Company has one additional Swap Agreement outstanding associated
with its Senior Subordinated Fixed Rate Notes (see Note 6 — Indebtedness). The Company is
exposed to potential credit loss in the event of nonperformance by the counterparties with respect
to only the net differential payments. However, nonperformance is not anticipated and, therefore,
no collateral is held or pledged.
• •••

NOTE 13: Investment Concentration
At September 30, 1990, the carrying values of investments, by balance sheet classification, in
any one entity or its affiliates exceeding 10% of the Company’s consolidated shareholders’ equity
are as follows:
Short-term investments:
Dreyfus Cash Management Fund
The Kroger Co.

$45,275,000
34,000,000
• •••

CAPITAL HOLDING CORPORATION, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
Note D—Financial Instruments
The Company utilizes a variety of financial instruments with off-balance-sheet risk in order to
manage and diversify business risk and to meet its customers’ financing needs. These instruments
include interest rate exchange agreements, options, futures, forwards and commitments to extend
credit, and involve (to varying degrees) elements of credit and market risks in excess of the amounts
recognized in the accompanying financial statements at a given point in time. The contract (or
notional) amounts of these instruments reflect the extent of involvement in the various types of
financial instruments.
At December 3 1 , 1990, the Company had no off-balance-sheet exposure to credit risk associated
with counterparty non-performance on interest rate exchange agreements, futures, forwards or
options. Credit loss exposure resulting from non-performance by a counterparty for commitments
to extend credit is represented by the contractual amounts of the instruments. The Company uses
the same credit policies in making these commitments as it does when it buys on-balance-sheet
instruments.
The credit risk on all of these financial instruments, whether on- or off-balance-sheet, is
controlled through credit approvals, limits and monitoring procedures. The Company determines,
on an individual counterparty basis, the need for collateral or other security to support financial
instruments with off-balance-sheet credit risks.
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Interest Rate Exchange Agreements
As part of its asset/liabilities management processes, the Company enters into interest rate
exchange agreements in order to reduce interest rate risks associated with some of its assets and
liabilities. These interest rate exchange agreements include interest rate swap, cap and floor
agreements. Interest rate swap agreements generally involve the exchange of fixed and floating rate
interest payments, without an exchange of the underlying principal. Interest rate cap agreements
involve the payment of a maximum fixed interest rate when an indexed rate exceeds that fixed rate.
Interest rate floor agreements involve the payment of a minimum fixed interest rate when that rate
exceeds an indexed rate. The amounts to be received or paid pursuant to these agreements are
accrued as interest rates change and recognized as an adjustment to interest income or expense over
the life of the agreements. At December 3 1 , 1990, the Company had entered into interest rate swap
agreements of $3,676,581,000 notional principal amount and interest rate cap and floor agreements
of $1,168,000 and $620,000,000 notional principal amount, respectively.
Futures and Forwards
Futures and forwards are contracts which call for the delayed delivery of securities in which
the seller agrees to deliver, on a specified future date, a specified instrument at a specified price.
Futures are carried at market value, with gains and losses recognized in income as they occur, or
if the futures contract qualifies as a hedge, as an adjustment to the carrying amount of the asset or
liability being hedged (or reflected in shareholders’ equity for hedged items carried at market
value). Generally, futures contracts’ margin requirements equal to the change in market value are
settled daily. Risks arise from movements in securities’ values. At December 31, 1990, the
Company had committed to sell equity indexes having a contract value of $15,547,000. The
Company anticipates closing these positions prior to settlement.
The Company’s foreign currency investments include forward agreements, settlement of which
is linked to exchange rates in effect at maturity dates. These contracts are carried at market value,
with realized and unrealized gains and losses recognized as income. There are no cash requirements
associated with these agreements in advance of their maturity dates. Risks arise from movements
in exchange rates. The Company manages its exposure to foreign currency exchange movements
by hedging such forward positions with foreign currency option contracts. At December 31, 1990,
the Company had committed to purchase and sell foreign currencies having contract values of
$65,908,000 and $127,559,000, respectively.
Options
Options are contracts that give the option purchaser the right to buy or sell, within a specified
period of time, a financial instrument at a specified price. As a purchaser of options, the Company
pays a premium at the beginning of the contract for transferring the risk of an unfavorable change
in the price of the underlying financial instrument. As a writer of options, the Company receives
a premium at the beginning of the contract for assuming the risk of an unfavorable change in the
price of the underlying financial instrument. Options are carried at market value, with gains and
losses recognized in income as they occur, or if the options contract qualifies as a hedge, as an
adjustment to the carrying amount of the asset or liability being hedged (or reflected in
shareholders’ equity for hedged items carried at market value). Contract amounts at December 31,
1990, for options purchased and written were $662,563,000 and $211,428,000, respectively.
Commitments
Credit card and consumer line of credit loan commitments are agreements to lend to a customer
as long as there is no violation of any condition established in the contract. In addition, these
commitments can be withdrawn by the Company at any time after 30 days notice, or without notice
if permitted by law. Credit card and consumer line of credit loan commitments reported below are
the maximum available line for all customers as of December 31, 1990. It is anticipated that
commitment amounts will only be partially drawn upon based on overall customer usage patterns
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and, therefore, do not necessarily represent future cash requirements. Credit card and consumer line
of credit loan commitments at December 31, 1990 were $2,048,983,000.
Other commitments to extend credit consist of agreements to lend to a customer at some future
time, subject to conditions established in the contract. Commitments generally have fixed expiration
dates or other termination clauses and may require payment of a fee. Since some commitments may
expire or be withdrawn without being drawn upon, the total commitment amounts do not necessarily
represent future cash requirements. The Company evaluates individually each customer’s
creditworthiness. Collateral may be obtained, if deemed necessary, based on a credit evaluation of
the counterparty. The collateral, which varies, may include commercial and/or residential real
estate. At December 31, 1990, all other commitments to extend credit were $311,897,000.
At December 31, 1990, the Company had forward investment commitments of approximately
$47,759,000.
Concentrations of Credit Risk
The Company limits credit risk by diversifying its investment portfolio among public bonds,
private placement securities and mortgage loans, it manages its fixed income portfolios to diversify
them between and within industry sectors. In addition, the Company establishes credit approvals,
limits and monitoring procedures on an individual counterparty basis. It underwrites and originates
commercial and residential loans through its insurance subsidiaries and Banking segment. The
Company minimizes credit risk through diversifying by geography and property type, as well as by
maintaining stringent underwriting standards. As a result of this extensive portfolio diversification,
management believes that significant concentrations of credit risk do not exist.

FIRST CAPITAL HOLDINGS CORP., DECEMBER 31, 1990
Notes to Consolidated Financial Statements
December 31, 1990, 1989, and 1988
8. Other Commitments and Contingencies
• •• •

In connection with its life reinsurance business, letters of credit in an amount of approximately
$4,055,000 were outstanding as of December 31, 1990.
• •••

FOREMOST CORPORATION OF AMERICA, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
Note 5—Notes and Other Obligations Payable
Notes and other obligations consist of the following:
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1990

December 31,
1989
(In thousands)

••••
122,000

Long-term notes payable
• •••

$131,661

Total

82,077

• •• •

Borrowing rates on the term loan and revolving credit facility of the credit agreement are based
on eurodollar rates and negotiated rates. Under the credit agreement, the Company is required to
enter into an interest rate swap on not less than $45 million by March 1, 1991. At February 15,
1991, the Company had entered into rate swap agreements on $40 million, which effectively fix the
interest rate exposures to rates ranging from 8.89% to 9.50%. The interest rate swaps mature at the
time the related notes mature. The Company is exposed to credit loss in the event of
nonperformance by the other parties to the interest rate swap agreements. However, the Company
does not anticipate nonperformance by the counterparties.
••••

LIBERTY CORPORATION, DECEMBER 31, 1990
The Liberty Corporation and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 1990
1. Summary of Significant Accounting Policies
• •• •

Interest Rate Swap Agreements are used to fix interest rates on a portion of the Company’s
debt. The differential to be paid or received is accrued as interest rates change and is recognized
over the life of the agreement. Payments and/or receipts under these agreements are netted with
interest expense for financial reporting purposes.
••••

6. Notes, Mortgages and Other Debt
••••
The Company has entered into interest rate swap agreements to reduce the impact of interest
rate charges on approximately 70% of its outstanding bank debt. At December 31, 1990, the
Company had seven interest rate swap agreements with commercial banks covering $196.5 million
of its outstanding debt. These agreements, which expire August, 1991, through July, 1994,
effectively fix the Company’s interest rate on this debt at 8.67% for the year 1991. The Company
is exposed to credit loss in the event of nonperformance by the other parties to these agreements.
The Company does not anticipate nonperformance by the other parties.
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PROVIDENT LIFE AND ACCIDENT INSURANCE COMPANY OF AMERICA,
DECEMBER 31, 1990
Notes to Consolidated Financial Statements
Provident Life and Accident Insurance Company o f America and Subsidiaries
NOTE A
Significant Accounting Policies
• •• •

Futures and Forward Contracts: Gains and losses on futures and forward contracts that qualify
as hedges are deferred and recognized as an adjustment of the carrying amount of the hedged asset
or liability (see L).
••••

Statement of Financial Accounting Standards No. 105 (SFAS 105), "Disclosure of Information
about Financial Instruments with Off-Balance-Sheet Risk and Financial Instruments with
Concentrations of Credit Risk:" In 1990, the Company adopted the provisions of SFAS 105, which
was issued by the Financial Accounting Standards Board (FASB) in March, 1990. SFAS 105
requires the Company to disclose certain information about financial instruments with
off-balance-sheet risk and significant concentrations of credit risk (see Notes B, H, and L).
• •••
NOTE B
Investments
The Company’s distribution of mortgage loans by property type and by the ten most significant
states follows:
December 31, 1990
(in thousands of dollars)
Amount
%
Property Type
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Retail
Apartment
General Office Buildings
Industrial and Warehouse
Healthcare
Hotel/Motel
Other
Provision for Loan Losses

$ 916,066
729,801
478,939
375,580
303,818
55,528
93,931
(22,500)

31.3%
24.9
16.3
12.8
10.4
1.9
3.2
(0.8)

Total

$2,931,163

100.0%

December 31, 1990
(in thousands of dollars)
Amount
%
State
228,933
194,751
168,814
140,989
132,939
126,053
124,808
122,728
102,089
942,671
(22,500)

Texas
Colorado
Florida
Virginia
Georgia
South Carolina
Minnesota
Tennessee
Illinois
Other
Provision for Loan Losses

$2,931,163

Total

7.8
6.6
5.8
4.8
4.5
4.3
4.3
4.2
3.5
32.2

100.0 %

• •• •

NOTE H
Related Party Transactions
As of December 3 1 , 1990,1989, and 1988, the Company was a partner in fourteen, twenty-one,
and twenty-three real estate partnerships, respectively. ... As of December 31, 1990, there were
outstanding mortgage loan commitments of $34,106,000 to these partnerships. If funded, such loans
would be collateralized by the related properties.
NOTE L
Futures and Forward Contracts
The Company uses exchange-traded interest rate futures and forward contracts to hedge interest
rate risks and to match maturities with its insurance liabilities. The Company is subject to the risk
that the counterparties to such contracts will fail to perform and the risks associated with changes
in the value of the underlying investments. However, such changes in value generally are offset by
opposite changes in the value of the hedged items. The notional amounts of the contracts represent
the extent of the Company’s involvement but not the future cash requirements, as the Company
intends to close out open positions prior to settlement. At December 31, 1990, the Company had
extended certain interest rate commitments on future deposits from contract holders totaling
$640,000,000. The interest rate exposure on these commitments has been minimized through the
use of futures and forward contracts. At December 31, 1990, the contract or notional amounts to
purchase investments were $330,000,000. The remainder of the interest rate exposure is controlled
through the matching of existing assets with new deposit liabilities and the use of currently
available funds to pay maturing liabilities.
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FIRE, MARINE, OR CASUALTY INSURANCE ENTERPRISES

AMERICAN INTERNATIONAL GROUP INC., DECEMBER 31, 1990
American International Group, Inc. and Subsidiaries
Notes to Financial Statements
1. Summary of Significant Accounting Policies
• •• •

Financial Services Operations:
Securities, spot commodities and futures transactions are recorded on a trade-date basis. Open
securities and forward and futures contracts are recorded as contractual commitments on a
settlement-date basis and are subsequently valued at closing market quotations. Unrealized gains
or losses are reflected in the current period’s income. Substantially all spot commodity inventories
were hedged by futures and forward contracts.
Interest rate swaps and currency forward transactions are accounted for as contractual
commitments and carried at estimated fair value based upon current interest and foreign exchange
rates, with the resulting unrealized gains or losses reflected in the current period’s income. AIG
manages the net swap economic risk by hedging with bonds, foreign exchange or futures contracts,
depending on the duration of the swaps.
• •••

12. Commitments and Contingent Liabilities
In the normal course of business, various commitments and contingent liabilities are entered
into by AIG and certain of its subsidiaries. In addition, AIG guarantees various obligations of
certain subsidiaries.
AIG and certain of its subsidiaries become parties to financial instruments with
off-balance-sheet risk in trading activities and to reduce exposure to fluctuations of foreign
exchange and interest rates. Those instruments involve, to varying degrees, elements of credit risk
in excess of amounts recognized in the consolidated balance sheet. To the extent those instruments
are carried at their fair value, the elements of interest rate risks are reflected in the consolidated
balance sheet.
AIG’s exposure to credit loss in the event of nonperformance by the counterparties to
commitments to extend credit and standby letters of credit is represented by the contractual notional
amounts of those instruments. Commitments to extend credit are agreements to lend subject to
certain conditions. Commitments generally have fixed expiration dates or other termination clauses
and typically require payment of a fee. At December 31, 1990, these commitments, made by
Capital Corp. and AICCO, approximated $181,400,000. [Ed. Note: Capital Corp. and AICCO are
subsidiaries o f AIG.] AIG uses the same credit policies in making commitments and conditional
obligations as it does for on-balance-sheet instruments. AIG evaluates each counterparty’s
creditworthiness on a case-by-case basis. The amount of collateral obtained, if deemed necessary
by AIG upon extension of credit, is based on management’s credit evaluation of the counterparty.
AIGFP, for its own account, enters into interest rate and currency swaps and currency forward
commitments. [Ed. Note: AIGFP is a subsidiary o f AIG.] Interest rate swap transactions generally
involve the exchange of fixed and floating rate interest payment obligations without the exchange
of the underlying principal amounts. AIGFP typically becomes a principal in the exchange of
interest payments between the parties, and, therefore, is exposed to loss assuming non-performance
by counterparties.
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Currency swaps are similar to interest rate swaps, but may involve the exchange of principal
amounts at the beginning and end of the transaction. At December 31, 1990, the notional principal
amount of swaps approximated $60.1 billion. Assuming nonperformance by the counterparties on
all contracts potentially subject to a loss, the maximum potential loss, based on the cost of
replacement at market rates prevailing at December 3 1 , 1990, approximated $1.7 billion. In the view
of management, it is unlikely that all counterparties would default. The maximum potential loss will
increase or decrease during the life of the swaps as a function of maturity and market interest rates
to the extent that AIGFP is not able to hedge against these movements. It is AIG’s policy, to the
extent possible, to hedge such variables. In addition, certain other AIG subsidiaries enter into
swaps, the notional principal amount of which approximated $512,000,000 at December 31, 1990.
AIG Trading Corporation (AIG Trading) enters into a variety of foreign exchange contracts,
including foreign exchange options written and forward and futures contracts, in its trading
activities. Foreign exchange options are contracts that allow the holder of the option to purchase
or sell a foreign currency at a specified price and within a specified period of time from or to the
seller or "writer" of the option.
As a writer of options, AIG Trading generally receives a premium at the outset and then, to the
extent possible, manages the risk of an unfavorable change in the value of the foreign currency
underlying the option. At December 31, 1990, the notional principal amount of foreign currency
options written approximated $3.0 billion.
Forward and futures contracts are contracts for delayed delivery of foreign currencies, securities
or money market instruments in which the seller/purchaser agrees to make/take delivery at a
specified future date of a specified instrument, at a specified price or yield. Risks arise from the
possible inability of counterparties to meet the terms of their contracts and from movements in
securities values and interest rates. At December 3 1 , 1990, the notional principal amount of forward
and futures contracts entered into by various AIG subsidiaries approximated $13.9 billion.
At December 31, 1990, AIG did not have a significant concentration of credit risk from either
an individual counterparty or group of counterparties.
••••

CHUBB CORPORATION, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
(13) Contingencies
••••

(c) In March 1990, the FASB issued SFAS No. 105, Disclosure of Information about Financial
Instruments with Off-Balance-Sheet Risk and Financial Instruments with Concentrations of Credit
Risk. SFAS No. 105 requires disclosure of financial guarantees written. The property and casualty
insurance subsidiaries no longer write financial guarantees. These subsidiaries are reinsurers for
special revenue bond guarantee programs written through December 3 1 , 1985. The principal amount
of the guarantees outstanding at December 31, 1990 and 1989 aggregated approximately
$264,000,000 and $274,000,000 respectively. The financial obligations guaranteed have remaining
maturities of up to 27 years. There have been no reported losses through December 31, 1990.
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CIGNA CORP., DECEMBER 31, 1990
Notes to Financial Statements
NOTE 1—Summary of Significant Accounting Policies
• •• •

D) Financial Instruments: In the normal course of business, CIGNA enters into transactions
involving various types of financial instruments, including debt, investments such as fixed maturities
and equity securities, as well as investment and loan commitments, financial guarantees, and interest
rate swap and futures contracts. These instruments involve credit risk and may also be subject to
risk of loss due to interest rate fluctuations. CIGNA evaluates and monitors each financial
instrument individually and, where appropriate, obtains collateral or other security.
• •••

NOTE 3—Investments
• •••

D) Mortgage Loans and Real Estate: CIGNA’s mortgage loans and real estate investments are
diversified by property type and location and, for mortgage loans, client and loan size....
At December 31, mortgage loans and real estate investments comprised the following property
types and geographic regions:

(In millions)

1990

Property type:
Office buildings
Retail
Hotels
Apartment buildings
Other

$ 5,440
3,604
1,208
792
980

Total

$12,024

Geographic region:
Central
Pacific
Middle Atlantic
South Atlantic
New England
Non-U.S.

$ 3,695
2,662
2,022
1,954
1,073
618

Total

$12,024

At December 31, 1990, contractual commitments to extend credit under commercial mortgage
loan agreements amounted to approximately $396 million. These commitments generally expire
within one year and are diversified by property type and geographic region.
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F) Futures Contracts: CIGNA purchases futures contracts on margin in order to hedge against
interest rate fluctuations and their effect on the net cash flows from the investment portfolio
supporting its annuity and investment businesses. Because CIGNA purchases futures contracts
through brokers who assume the risk of loss, CIGNA’s exposure to credit risk under futures
contracts is limited to the amount of margin deposited with the broker, generally one percent of the
contractual amount. Changes in the market value of the futures contracts are recorded as an
adjustment to the carrying value of the investment portfolio and amortization to income begins at
the time of reinvestment. Futures contracts outstanding were $317 million and $271 million at
December 31, 1990 and 1989, respectively.
G) Interest Rate Swap Contracts: CIGNA enters into interest rate swap contracts, which are
agreements to exchange interest rate payments at future dates, in order to manage exposure to
interest rate fluctuations. Under CIGNA’s swap contracts, fixed rate interest payments are generally
received in exchange for variable rate interest payments associated with underlying principal
amounts. Because the underlying principal of interest rate swap contracts is not exchanged,
CIGNA’s maximum exposure to credit risk is the difference in interest payments exchanged. Net
interest received or paid is recognized over the life of the swap contract as an adjustment to net
investment income. Underlying principal amounts associated with interest rate swap contracts
outstanding were $547 million at December 31, 1990.
H) Other: As of December 31, 1990 and 1989, CIGNA held investments in Sears, Roebuck
and Co. and its affiliates of $576 million and $584 million, respectively. Such amounts, which
exceeded 10% of Shareholders’ Equity, represent holdings of mortgage loans of $499 million and
$525 million, fixed maturities of $73 million and $53 million, and equity securities of $4 million
and $6 million at December 31, 1990 and 1989, respectively.
NOTE 17—Contingencies
CIGNA Corporation, through its subsidiaries, is contingently liable for various financial
guarantees provided in the ordinary course of business. These include guarantees for the repayment
of industrial revenue bonds as well as other debt instruments. The contractual amounts of financial
guarantees reflect CIGNA’s maximum exposure to credit loss in the event of nonperformance. In
order to limit CIGNA’s exposure in the event of default of any guaranteed obligation, various
programs are in place to ascertain the creditworthiness of guaranteed parties and to monitor this
status on a periodic basis. Risk is further reduced through reinsurance and, in certain programs, use
of letters of credit and other types of security.
The industrial revenue bonds guaranteed directly by CIGNA have remaining maturities of up
to 20 years. The guarantees provide for payment of debt service only as it becomes due;
consequently, an event of default would not cause an acceleration of scheduled principal and interest
payments. The principal amount of the bonds guaranteed by CIGNA at December 31, 1990 and
1989 was $384 million and $396 million, respectively. Revenues in connection with industrial
revenue bond guarantees are derived principally from equity participations in the related projects
and are included in Net Investment Income as earned. During 1990 and 1989, losses for industrial
revenue bonds were $7 million and $4 million, respectively. There were no losses during 1988.
CIGNA owns approximately 12% of MBIA Inc., a corporation that guarantees the scheduled
payment of principal and interest for many types of municipal obligations, including general
obligation and special revenue bonds, which have maturities of one to 40 years. In addition,
CIGNA is contingently liable for guarantee business reinsured through MBIA Inc. of $3.7 billion
and $4.1 billion at December 31, 1990 and 1989, respectively. These transactions are similar to
other reinsurance transactions described in Note 13. [Ed. Note: Note 13 is omitted from this survey.]
Municipal guarantees provide for payment of debt service only as it becomes due; consequently,
an event of default would not cause an acceleration of scheduled principal and interest payments.
Other debt instruments guaranteed by CIGNA consist of commercial paper and any subsequent
rollovers, as well as obligations of limited partnerships and other notes. Such insured obligations
generally are guaranteed for periods that range from one to six years. The principal amount
guaranteed was $238 million and $329 million at December 31, 1990 and 1989, respectively.
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Generally, premiums for the insurance provided by guarantees are recognized as income ratably
over the policy period. Amounts included in Unearned Premiums under these programs were
approximately $4 million and $5 million for the years ended December 31, 1990 and 1989,
respectively. Loss reserves for financial guarantees are established when a default has occurred or
when CIGNA believes that a loss has been incurred. Loss reserves included in Unpaid Claims and
Claim Expenses were $9 million and $21 million at December 31, 1990 and 1989, respectively.
• •• •

GEICO CORPORATION, DECEMBER 31, 1990
GEICO Corporation
Notes to Consolidated Financial Statements
Note O: Financial Guarantee Business
The Corporation’s property and casualty insurance subsidiaries are engaged in the direct writing
and reinsuring of various financial guarantees. Premium revenue is recognized pro rata over the
length of the guarantee period. Loss reserves include estimated cash basis reserves when there is
a default, or knowledge of a potential default, and provisions based on expected ultimate loss ratios.
A summary of the financial guarantees outstanding, net of reinsurance, is as follows:

(In thousands)
Dollar value of financial
guarantees
Unearned premiums
Loss reserves

Premiums earned
Losses incurred

____________ December 31,__________
1990
1989

$ 10,747
530
4,003

$ 24,798
984
4,105

1990

1989

$ 285
484

$ (665)
(613)

1988
$ 1,409
(727)

GENERAL RE CORPORATION, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
2. General Re Financial Products
The Corporation’s wholly owned subsidiary, General Re Financial Products Corporation (GRFP)
began operations in the fourth quarter of 1990. GRFP engages, primarily as principal, in interest
rate and currency swaps, long dated forward foreign exchange contracts, options, and synthetic
security and investment contracts. Securities owned, securities sold but not yet purchased and
futures contracts are valued at closing market quotations. Unrealized gain or loss from valuing
securities and futures at market value is reflected in the current period’s income.
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14. Contingencies
General Re Financial Products, for its own account, enters into interest rate and currency swaps,
forward rate agreements and futures contracts. Risk arises from the potential inability of
counterparties to perform under the terms of the contracts and from changes in securities values and
interest rates. Assuming nonperformance by the couterparties on all contracts potentially subject to
a loss, the maximum potential loss, based on the cost of replacement at market rates prevailing at
December 3 1 , 1990, approximated $500,000. The maximum potential loss will increase or decrease
during the life of the swaps as a function of maturity, market interest rates and currency values.
GRFP has not experienced any defaults or writeoffs on such contracts. In the view of management
it is highly unlikely that all counterparties would default.
Transaction volume is expressed in terms of notional principal amounts, which reflects the
extent of GRFP’s involvement in each class of financial instrument. At December 31, contract or
notional amounts were as follows:

(In millions)
Interest rate swap agreements
Forward rate agreements
Financial futures contracts:
Commitments to purchase
Commitments to sell

Contract or
Notional Amount
$1,845.0
150.0
257.0
104.0

General Re Corporation has guaranteed payment of all obligations arising from GRFP’s
transactions. The Corporation does not anticipate any losses in connection with these activities that
would have a material effect on its financial position.

LAWRENCE INSURANCE GROUP, DECEMBER 31, 1990
Notes to Financial Statements
11 — Letters of Credit
The Company had outstanding letters of credit in favor of insureds of approximately $3,501,000
and $5,307,000 at December 31, 1990 and 1989, respectively. These letters of credit were secured
by investments of approximately $6,316,000 and $6,285,000 at December 31, 1990 and 1989,
respectively.

PROGRESSIVE CORPORATION, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
December 31, 1990, 1989, and 1988
(1) Reporting and Accounting Policies
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Investments
••••

Financial instruments with off-balance-sheet risk are used in normal investment activities and
include commitments to extend credit and various forward, future and interest rate swap positions.
Risk is individually evaluated for each position. Investment income, net of expenses and including
realized gains and losses and changes in market value, is recorded in current year results.
••••

SAFECO CORP., DECEMBER 31, 1990
Notes to Financial Statements
3. Notes and Mortgages Payable
• •••

The Real Estate Companies and SAFECO Credit enter into interest rate swap agreements to
reduce the impact of changes in interest rates on their floating rate debt. At December 31, 1990,
interest rate swap agreements were outstanding with notional amounts of $120 million, which
replace the floating rates with fixed rates ranging from 8.29% to 9.0%. Maturities of the agreements
range from April 1992 to August 1995. The net interest paid or received under these agreements
is recorded as an adjustment to interest expense as incurred.
• •• •

4. Commitments and Contingencies
••••

The property and casualty companies have written financial guarantee insurance covering
municipal revenue bond issues, real estate partnership borrowings and residual values of certain
commercial buildings. The majority of these guarantees were written in the period from 1984
through 1987. At December 31, 1990, guarantees totaling $400,659,000 were outstanding.
Substantially all individual guarantees are supported by collateral (first mortgage liens) in the
underlying properties. At December 31, 1990, the recorded reserve for losses and loss adjustment
expense for this business was $12,700,000.
At December 31, 1990, SAFECO Properties, Inc., is the guarantor of $38,500,000 of
outstanding debt financing for a not-for-profit hospital. The credit risk exposure is limited to any
excess of the outstanding debt over the value of the collateral.
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IV
NONFINANCIAL ENTERPRISES

Enterprises that do not provide financial services are parties to a smaller variety of financial
instruments with off-balance-sheet risk, and use such instruments less extensively, than enterprises
that provide financial services. Examples of information disclosed in accordance with FASB
Statement No. 105 by sixty-six enterprises that operate primarily in fields other than the provision
of financial services are presented below. The information on instruments with off-balance-sheet
risk is classified according to whether it pertains to instruments that modify exposure to the risk
of changes in foreign exchange rates or interest rates or to other kinds of instruments. The
examples also include information on concentration of credit risk.

FINANCIAL INSTRUMENTS THAT MODIFY EXPOSURE TO CHANGES
IN FOREIGN EXCHANGE RATES OR INTEREST RATES

ALLEN GROUP INC., DECEMBER 31, 1990
The Allen Group Inc.
Notes to Consolidated Financial Statements
NOTE 2: Financing
• •• •
The Company has entered into interest rate swap agreements to reduce the impact of changes
in interest rates pertaining to certain borrowings of Leasing. [Ed. Note: "Leasing" is a subsidiary
o f Allen Group Inc.] The difference to be paid or received is accrued as interest rates change and
is recorded over the life of the agreements. At December 31, 1990, the Company had outstanding
three interest rate swap agreements with commercial banks, having a total notional amount of
$20,250,000. These agreements effectively change the Company’s interest rate exposure on
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$20,250,000 of its outstanding borrowings. The interest rate swap agreements mature from May
1991 through August 1992. The Company is exposed to credit loss in the event of non-performance
by the other parties to the interest rate swap agreements.
However, the Company does not
anticipate nonperformance by such other parties.
• •• •

ALLIED-SIGNAL INC., DECEMBER 31, 1990
Allied-Signal Inc.
Notes to Financial Statements
(Dollars in millions except per share amounts)
Note 1. Summary of Significant Accounting Policies
• •••

Interest rate swap, foreign currency forward exchange and foreign currency swap agreements
are entered into to manage the Company’s exposure to changes in interest and foreign currency
exchange rates.
Changes in the amount to be received or paid under interest rate swap agreements are
recognized in Interest and Other Financial Charges.
Changes in the market value of foreign currency forward exchange and foreign currency swap
contracts are recognized in Other Income/Expense or Cumulative Foreign Exchange Translation
Adjustment, as appropriate, when foreign currency exchange rates fluctuate. Such changes mitigate
the impact of foreign exchange fluctuations on foreign currency denominated transactions, assets
and liabilities.
••••

Note 13. Long-term Debt and Credit Agreement
December 31,
1990
1989
••••

Foreign currency bonds:
Japanese Yen 6 3/4% bonds:
• •••

Yen 20,000,000,000 due 1993(b)
Deutsche Mark 125,000,000
7 1/2% bonds due 1994(c)
Swiss Franc 95,000,000 (1990) 100,000,000
(1989 6% bonds due 1994(d))

147

139

84

74

75
306

65
348

••••

(b) The Company has a foreign currency swap agreement to hedge total payments on the bonds,
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which results in a $115 million obligation at an effective fixed interest rate of 9.24 percent.
(c) The Company has foreign currency and interest rate swap agreements to hedge principal
and interest payments, which result in a 67 million Dutch Guilder ($39 million) obligation and in
a $41 million obligation with effective floating interest rates of 8.8125 and 8.0625 percent,
respectively.
(d) The Company has a foreign currency and interest rate swap agreement to hedge principal
and interest payments, which results in a 126 million Dutch Guilder ($74 million) obligation with
an effective floating interest rate of 8.46 percent.
••••

AMERICAN TELEPHONE AND TELEGRAPH COMPANY, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
Dollars in millions (except per share amounts)
(R) Commitments and Contingencies
Commitments
AT&T uses various financial instruments in the normal course of its business. These financial
instruments include .... interest rate swap transactions and foreign currency exchange contracts.
All such instruments, by their nature, involve risk and the maximum potential loss exceeds the
total of contracted amounts. As is customary for these types of financial instruments, AT&T
usually does not require collateral or other security from other parties to the instruments. However,
because AT&T controls the credit risk of these instruments through credit approvals, limits and
monitoring procedures, management believes that reserves for losses are adequate.
••••

Interest Rate Swap Agreements
AT&T enters into interest rate swap agreements to manage exposure to changes in interest rates
by more closely matching the maturity of its debt to that of its finance asset portfolio. The
transactions generally involve the exchange of fixed and floating interest payment obligations
without the exchange of the underlying principal amounts. At December 3 1 , 1990, the total notional
principal amount of outstanding interest rate swap agreements was $477. In addition to the financial
risk that will vary during the life of these swap agreements in relation to the maturity of the
underlying debt and market interest rates, AT&T is subject to credit risk exposure from
nonperformance of the counterparties to the swap agreements.
Foreign Exchange
AT&T enters into foreign currency exchange contracts, including forward, options and swap
contracts, to reduce exposure to foreign currency exchange risk. At December 31, 1990, AT&T
had net forward exchange contracts valued at $516, swap contracts valued at $403, and no material
options contracts outstanding.
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ATLANTIC RICHFIELD COMPANY, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
Note 18. Financial Instruments with Off-Balance-Sheet Risk
• •••

At December 31, 1990, the Company had outstanding several foreign currency forward
contracts and foreign cross-currency forward contracts outstanding, maturing at various dates. The
Company also has sold foreign currency put and call options outstanding. In the aggregate, these
transactions require the exchange of $49 million for 75 million Deutsche marks, $16 million for 2
billion yen, and 75 million French francs for 25 million Dutch guilders.
Approximately $1 billion of the Company’s long-term debt is denominated in foreign
currencies. To reduce exposure to foreign currency fluctuations, the Company has entered into a
swap agreement on an 18 billion yen debt issue due in 1996 which fixes the principal balance at
$102 million with an effective rate of 8.14 percent.
The Company has entered into two currency swap agreements with a commercial bank to
reduce its exposure to sterling/dollar exchange rate fluctuations. These agreements, having a total
notional principal amount of $380 million, effectively remove the Company’s currency exposure
created by agreements entered into with an unrelated third party. The currency swaps mature at the
time the associated third party agreements expire in 1999 and 2000.
The counterparties to these transactions are major international financial institutions; the
Company does not anticipate nonperformance by the counterparties.

BLOCK DRUG COMPANY INC., MARCH 31, 1991
Block Drug Company, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
Note 1. Significant Accounting Policies:
• •••

Foreign currency translation:
• •••

The Company has entered into foreign currency exchange contracts that expire quarterly through
July 31, 1992. On March 31, 1991, contracts totalling $4.0 million remain outstanding. These
contracts are hedges of inventory purchase commitments and the applicable gain or loss is recorded
when such inventory is sold.
• •••

BLOUNT INC., FEBRUARY 28, 1991
Blount, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
Note 8. Commitments and Contingent Liabilities
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• •••
The Company enters into foreign exchange contracts generally to hedge exchange risks on
certain foreign receivables or payables. At February 28, 1991, the Company had foreign exchange
contracts maturing through April 1991 in the aggregate amount of approximately $2.8 million.
• •••

BMC SOFTWARE INC., MARCH 31, 1991
BMC Software, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
March 31, 1989, 1990 And 1991
1. Summary of Significant Accounting Policies
• •• •
(F) Foreign Currency Translation
••••
Foreign currency transaction gains and losses result from the differences between the
revaluation of all current assets denominated in foreign currencies and futures contracts
maintained by the Company as part of its foreign currency hedging strategy.
• •••
2. Off-Balance-Sheet Risk
The Company enters into foreign currency futures contracts and forward exchange contracts as
a hedge against current assets denominated in foreign currencies. The Company’s objective is to
offset the gains and losses from these contracts against corresponding gains and losses on the assets
being hedged.
At March 3 1 , 1991, the Company had foreign currency futures contracts maturing June 3 0 , 1991
and forward contracts maturing May 2, 1991 to sell an aggregate of approximately $17.1 million
in foreign currency at the spot rate on that date (1.4 million Australian dollars, 2.3 million pounds
sterling, 12.7 million deutsche marks, 112 million yen, 3.4 billion lira and 7 million French francs).
During fiscal 1989, 1990 and 1991 the net foreign exchange losses incurred by the Company
approximated $418,000, $559,000 and $862,000, respectively.

CULP INC., APRIL 28, 1991
Notes to Financial Statements
7. Long-term Debt
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The company has interest rate swap agreements with a bank in order to reduce its exposure to
floating interest rates on variable rate borrowings. The interest rate swap agreements, which expire
in July 1996, had the effect of fixing the rate of interest at approximately 7.6% for $9,450,000 in
borrowings at April 28, 1991. Net amounts paid under these agreements increased interest expense
by approximately $96,000 in 1991.
• •• •

FURON COMPANY, FEBRUARY 2, 1991
Furon Company
Notes to Consolidated Financial Statements
3. Long-Term Debt
••••

Bank Credit Agreement
• •• •

On August 29, 1988, the Company entered into an 8-year Interest Rate Swap agreement to
reduce exposure to interest rate swings. As a result of the swap, the Company pays a fixed interest
rate of 9.938% plus a 3/4 of 1% spread, while the other parties to the agreement assume the
Company’s variable rate interest cost associated with the notional amount specified. At February
2, 1991, the notional amount designated by the swap was $40,000,000, which continues through
November 28, 1991, and thereafter decreases in equal quarterly installments of $2,000,000.
• •• •

H. J. HEINZ COMPANY, MAY 1, 1991
H.J. Heinz Company and Subsidiaries
Notes to Consolidated Financial Statements
9. Commitments and Contingencies
Legal Matters:
• •••

The company periodically enters into certain forward exchange contracts, interest rate swaps
and foreign currency swaps to minimize exposure and reduce risk from exchange rate and interest
rate fluctuations in the regular course of business. The counterparties to these financial instruments
consist of large major international financial institutions. The company continually monitors its
positions and the credit ratings of its counterparties, and by policy, limits the amounts of credit
exposure to any one party. While the company may be exposed to potential losses due to credit
risk in the event of nonperformance by these counterparties, it does not anticipate losses.
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K MART CORPORATION, JANUARY 31, 1991
Notes to Consolidated Financial Statements
(J) Long-Term Debt
••••

The company has entered into interest rate swap agreements whereby the company pays interest
on the notional amount based on a fixed rate. At January 30, 1991, the company had two interest
rate swap agreements outstanding with commercial banks, having a total notional principal amount
of $150 million. The variable rate is a calculated bond equivalent based on the rate for 30-day
commercial paper. These agreements expire during fiscal years 1992-1995. The weighted average
effective interest rate on these agreements during 1990 was 7.4%. The company has limited
exposure to credit loss for the differential between interest rates in the event of nonperformance by
the other parties.
• •••

LIMITED INC., FEBRUARY 2, 1991
Notes to Consolidated Financial Statements
(thousands except per share amounts)
1. Summary of Significant Accounting Policies
• •• •

Interest Rate Swap Agreements
The difference between the amount of interest to be paid and the amount of interest to be
received under interest rate swap agreements due to changing interest rates is charged or credited
to interest expense over the life of the swap agreement.
••••

5. Long-Term Debt
••••

The Company periodically enters into interest rate swap agreements with the intent to manage
interest rate sensitivity of the debt portfolio. At February 2, 1991, the Company had one
outstanding interest rate swap agreement with a total notional principal amount of $100 million.
The agreement effectively changed the Company’s interest rate exposure on $100 million of
variable rate debt to a fixed rate of 8.42% through July, 2000. The counterparty to the swap
agreement has a one-time option to cancel the remaining term of the agreement during July, 1992.
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MEDTRONIC INC., APRIL 30, 1991
Medtronic, Inc.
Notes to Consolidated Financial Statements
(in thousands o f dollars, except per share data)
Note 4 — Debt and Financing Activity
Off-Balance-Sheet Risk
The company enters into interest rate swaps, foreign currency swaps, and forward exchange and
option contracts to hedge interest rate and foreign currency risk on a continuing basis for periods
consistent with its operational exposures. The effect of this practice is to minimize the impact of
interest rate and foreign exchange rate movements on the company’s operating results. The
company’s hedging activities do not subject it to interest rate or exchange rate risk, as gains and
losses on these financial instruments offset gains and losses on the assets, liabilities, and
transactions being hedged.
At April 30, 1991, the company had foreign exchange contracts of $186.7 million outstanding,
of which approximately 62% were in European currencies. These contracts require the company to
exchange foreign currencies for U.S. dollars at maturity, at rates agreed to at inception of the
contracts. The company also had $100.2 million in foreign currency options outstanding, of which
approximately 86% were in European currencies. In addition, the company had $37.8 million in
foreign currency swaps and $29.0 million in interest rate swaps outstanding. These financial
instruments generally mature within one year.
••••

MERRY GO ROUND ENTERPRISES INC., FEBRUARY 2, 1991
Notes to Consolidated Financial Statements
Merry-Go-Round Enterprises, Inc.
Three-year period ended February 2, 1991
6. Long-Term Debt
• •••

In November 1990, the Company issued a $6 million mortgage note to the bank with which the
Company has the revolving credit arrangement. The note is secured by certain retail real estate,
bears interest based on LIBOR and matures in November 1995. In connection therewith, the
Company entered into an interest rate swap agreement with the bank under which the Company
pays a fixed interest rate of 9.15% and receives a floating rate (based on LIBOR) on a notional
principal of $6 million through August, 1995. The Company has risk of credit loss in the event the
bank does not meet its obligations under the agreement and has market risk for changes in interest
rates. Generally, the other terms of the mortgage note are similar to those of the revolving credit
arrangement described in note 5. [Ed. Note: Note 5 is omitted from this survey.]
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FRED MEYER INC., FEBRUARY 2, 1991

Fred Meyer, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
9. Long-term Debt
••••

The Company has entered into interest rate swap and exchange agreements to reduce the impact
of changes in interest rates on its floating-rate long-term debt. At February 2, 1991, the Company
had outstanding three interest rate contracts with commercial banks, having a total notional principal
amount of $75,000,000. These agreements effectively fix the Company’s interest rate exposure on
commercial paper and bank line borrowings at rates of 7.87% to 8.82%. These contracts mature
at various times up to the year 1994. The Company is exposed to credit loss in the event of
nonperformance by the other parties to the interest rate swap agreements. However, the Company
does not anticipate nonperformance by the counter-parties.
••••

MITEL CORPORATION, MARCH 29, 1991
Mitel Corporation
Notes to the Consolidated Financial Statements
(in millions o f Canadian dollars, except per share amounts)
21. Foreign Exchange Contracts
The Company enters into foreign exchange contracts to enable its operating locations to reduce
the impact of exchange on certain future foreign currency requirements. The gains and losses on
these contracts are deferred and included in the measurement of these requirements when the
transactions occur. At March 29, 1991, the Company had sold approximately 15 million U.S.
dollars in net contracts maturing to December 11, 1991 committing it to buy 40 million Canadian
dollars, 6 million Japanese Yen and 1 million Pounds Sterling and to sell 27 million Deutsche
Marks.

PHH CORPORATION, APRIL 30, 1991
PHH Corporation and Subsidiaries
Notes to Consolidated Financial Statements
(Thousands o f dollars except per share data)
Accounting Policies
••••

Translation of Foreign Currencies
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Translation gains and losses are included in stockholders’ equity, including transaction gains
and losses for years prior to 1991 resulting from forward exchange contracts on foreign equity
amounts net of income tax effects.
• •••

Liabilities Under Management Programs
• •• •

The Company employs interest rate swap agreements to match effectively the maturity and
fixed or floating rate nature of liabilities to the assets funded while obtaining more favorable
financing terms. The notional amount of outstanding swap agreements is not indicative of the
degree of risk of accounting loss. At April 30, 1991 and 1990, the notional amount of swap
agreements with commercial banks which effectively convert outstanding floating rate debt to fixed
rate debt was $1,179,801 and $815,909, respectively. The notional amount of swap agreements with
commercial banks which effectively convert outstanding fixed rate debt to floating rate debt was
$391,700 and $408,200, at April 30, 1991 and 1990, respectively. Additionally, the Company has
entered into interest rate swap agreements with unrelated investors to whom it has transferred
certain managed leases and leased vehicles to effectively convert fixed rate debt into floating rate
debt. The notional amount of such swaps is $288,373 at April 30, 1991 against which the Company
has in place interest rate swap agreements with commercial banks as discussed above. The
Company is exposed to credit loss in the event of nonperformance by the other parties to the
interest rate swap agreements. However, the Company does not anticipate nonperformance by the
counterparties. The Company manages such risk by continuously evaluating the financial condition
of counterparties and spreading its positions among multiple counterparties.
The Company enters into foreign exchange contracts as hedges against currency fluctuation
on certain intercompany loans. Such contracts effectively offset the currency risk applicable to
approximately $289,077 of obligations at April 30, 1991. Market value gains and losses are
recognized, and the resulting gains and losses offset foreign exchange gains or losses on such loans.
••••

PIER 1 IMPORTS INC.
Notes to Consolidated Financial Statements
Note 4 — Debt
The Company has various lines of credit, aggregating approximately $230 million. The lines
may be used for borrowings through commercial paper, bankers’ acceptances, working capital loans
or letters of credit. At year end, $163 million (of which $94 million is classified as long-term) had
been drawn at an average interest rate of 7.21% and approximately $55 million had been committed
under various outstanding letters of credit issued principally in conjunction with overseas
merchandise procurements, leaving $12 million of available lines of credit.
• •••

The Company has a $100 million line of credit and competitive advance facility (included in
the $230 million lines of credit above) with an expiration of more than one year, which therefore
is classified as long-term. This program supports outstanding commercial paper, competitive
advances or direct borrowings of the Company. The maturity and interest rate are determined on
a borrowing by borrowing basis and float with the market. At year end, the rate on outstanding
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borrowings was 7.27%; however, at March 2, 1991, the Company had outstanding an interest rate
swap agreement that converted $100 million of floating rate debt to fixed rate debt at 8.74%
through May 1993. The agreement may be extended at the option of the counter party until
November 1993. This interest rate swap instrument was designated as a hedge contract against
unfavorable interest rate fluctuations on outstanding floating rate debt. Accordingly, the differential
to be paid or received is accrued as interest rates change and is recognized over the life of the
agreement.
• •••

SONY CORPORATION, MARCH 31, 1991
Sony Corporation and Consolidated Subsidiaries
Notes to Consolidated Financial Statements
15. Financial instruments
The company enters into various foreign exchange contracts and interest rate swap agreements
as a normal part of its risk management efforts. Such "off-balance sheet" activities comprise the
following:
Foreign exchange contracts used to hedge certain identified transactions or exposures totaled
[Y] 802,924 million ($5,694,496) at March 31, 1991 and mature mainly during 1991. The market
value gains or losses arising from currency exchange contracts offset foreign exchange gains or
losses on the underlying hedged assets and liabilities.
Interest rate swap agreements, maturing 1991 to 1993, and currency swap agreements, maturing
1991 to 1994, with financial institutions had an aggregate notional principal amount of [Y] 45,482
million ($322,567) and [Y] 61,786 million ($438,199), respectively, at March 31, 1991. The
differential to be paid or received on interest rate swap and currency swap agreements is recognized
over the life of the agreements.
Although the company may be exposed to losses in the event of nonperformance by
counterparties and interest and currency rate movements, it does not anticipate significant losses due
to the financial arrangements described above.

OTHER KINDS OF FINANCIAL INSTRUMENTS

ABITIBI-PRICE INC., DECEMBER 31, 1990
Notes to Consolidated Financial Statements
9. Accounts receivable
Under an agreement entered into with a major U.S. bank during 1990, the Company has the
right, on an ongoing basis, to sell certain trade accounts receivable with minimal recourse and with
the Company continuing to administer the receivables. Proceeds from sales during the year were
$194.4 million and the total of such receivables which remained outstanding at December 3 1 , 1990
was $137.3 million.•
• •• •
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ADOBE RESOURCES CORPORATION, DECEMBER 31, 1990
Adobe Resources Corporation and Subsidiaries
Notes to Consolidated Financial Statements
10. Commitments and Contingencies
In October 1985, Adobe Oil & Gas Company (AOG) was merged with Madison Resources,
Inc., to form Adobe Resources Corporation (the Corporation). The coal mining operations of AOG
were split off to a nonaffiliated entity, AOI Coal Company (AOI). In connection with this
transaction, the Corporation assumed the obligations of AOG under guarantee agreements for the
payment and performance under certain operating lease agreements of a wholly owned subsidiary
of AOI, Adobe Mining Co. (Adobe Mining). These leases, which cover draglines used in strip
mining coal and also equipment used to process mined coal, provide for payments as follows
(amounts in thousands):
1991
1992
1993
1994
1995
Thereafter through 2005

$ 3,831
3,831
3,831
3,831
3,831
26,107
$45,262

The present value of these lease payments discounted at 10% amounted to $26.3 million at
December 31, 1990. Since these are operating leases, the assets remain the property of the lessor
at the end of the primary lease term. In the event of a default by Adobe Mining, the lessor may,
among other remedies, require the payment of stipulated loss value, as defined in the lease
agreements. The aggregate stipulated loss value under all leases amounted to $35.2 million at
December 3 1 , 1990. Upon the payment of stipulated loss value, the leased assets would become the
property of the lessee.
In February 1991, AOI notified the Corporation that, as a result of poor operating results in its
strip mining operations, Adobe Mining would be unable to make certain lease payments covered
by the above guarantee agreements as they become due in 1991. Most of these strip mining
operations have been suspended and the majority of the leased assets are currently idle.
Subsequently, management of the Corporation has assessed the financial and operational prospects
of Adobe Mining and plans to advance up to $6.9 million through December 31, 1992 to cover
lease payments. Although the arrangement under which these advances will be made is not yet final,
management believes that the advances will be made pursuant to a loan agreement with interest and
repayment terms. Management believes that this lending agreement will give Adobe Mining time
to improve its operations and to sublease idle equipment, which would reduce the exposure to the
Corporation under the lease guarantee agreements. However, there is no assurance that Adobe
Mining will achieve these objectives. Management of the Corporation cannot presently estimate
the ultimate loss, if any, which the Corporation might sustain as a result of the lease guarantee
agreements. Accordingly, no provision for any loss related to these guarantee agreements has been
made in the consolidated financial statements.
••••

During late 1990, the Corporation entered into commodity price hedging transactions in an
amount which approximates 40% of its anticipated domestic crude oil production for the first nine
months of 1991. The transactions, which are indexed to the second nearby delivery contract on the
New York Mercantile Exchange, provide per barrel prices of $30.87 for the first quarter, $28.50
for the second quarter, and $27.00 for the third quarter of 1991. The Corporation intends to account

94

for these transactions as hedging activities and, accordingly, gains or losses will be included as oil
and gas revenues in the period the hedged production is sold.
••••

ALBANY INTERNATIONAL CORP., DECEMBER 31, 1990
Albany International Corp.
Notes to Consolidated Financial Statements
2. Accounts Receivable
Pursuant to an agreement which expired in June 1990, the Company had the right to sell from
time to time certain receivables, with recourse, to a financial institution. The maximum amount of
receivables that the Company could sell at any one time was $15,000,000. The average monthly
amount of such receivables sold during the first six months of 1990 and for the year 1989 was
$15,000,000 and $13,167,000 respectively. Uncollected receivables sold under this agreement were
approximately $15,000,000 at December 3 1 , 1989 (see Note 10). [Ed. Note: Note 10 is omitted from
this survey.]

ALCAN ALUMINIUM LIMITED, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
(In Millions o f US $, Except Where Indicated)
13. Commitments and Contingencies
To ensure long-term supplies of bauxite and access to alumina and fabricating facilities, Alcan
participates in several long-term cost sharing arrangements with related companies. Alcan’s fixed
and determinable commitments, which comprise long-term debt service and "take-or-pay"
obligations, are estimated at $129 in 1991, $128 in 1992, $119 in 1993, $117 in 1994, $117 in 1995
and $219 thereafter. Total charges from these related companies were $322 in 1990, $308 in 1989
and $267 in 1988. In addition, there are guarantees for the repayment of approximately $21 of
indebtedness by related companies. Alcan believes that none of these guarantees is likely to be
called.

ALLIED-SIGNAL INC., DECEMBER 31, 1990
Allied-Signal Inc.
Notes to Financial Statements
(Dollars in millions except per share amounts)
Note 18. Commitments and Contingencies
• •••

The Company has issued or is a party to various direct and indirect guarantees, bank letters of
credit and customer guarantees. Additionally, on behalf of The Henley Group, Inc. and Resco
Holdings Inc. (formerly an affiliated business of Henley), the Company has issued financial,
contract performance and project completion guarantees aggregating $423 million. Such guarantees
also relate to their affiliates and subsidiaries covering performance and repayments of debt.
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However, the Company is indemnified by Resco Holdings Inc. and Wheelabrator Investments Inc.
(an affiliated business of Resco) for any payments which the Company may be required to make
under these obligations. Management does not expect these guarantees will have a material
adverse effect on the consolidated financial position of the Company.

AMAX GOLD INC., DECEMBER 31, 1990
Notes to Consolidated Financial Statements
(Dollars in Thousands Except per Share Amounts and Amounts per
Ounce)
1. Summary of Significant Accounting Policies
Basis of Statement Presentation
••••

Hedging Activities
From time to time, the Company sells precious metals forward under futures contracts or
purchases and sells precious metal put and call option contracts. The results of such activities are
included in earnings at the time the hedged production is sold.
• •• •
6. Hedge Contracts and Unearned Revenue
Hedge Contracts
At December 31, 1990, the Company had sold forward 264,300 ounces of domestic gold
production at an average price of $476 per ounce for delivery at various dates through December
1992. Additionally, at December 31, 1990, the Company had sold forward 33,313 ounces of its
share of the gold production from the Waihi Mine at an average price of NZ $774 per ounce
(equivalent to U.S. $455 per ounce at December 31, 1990) for delivery at various dates through
January 1993.
At December 31, 1990, the Company also had purchased put option contracts for 252,000
ounces of gold covering the period from September 1992 to August 1998, permitting future gold
deliveries at an average price of $450 per ounce. Contemporaneously, the Company had sold put
option contracts for 29,500 ounces of gold, covering the period from January 1991 to December
1992, under which the Company may be obligated to purchase future gold at an average price of
$366 per ounce. The Company had also sold call option contracts under which the Company may
be obligated to deliver 160,000 ounces of gold at an average price of $489 per ounce, covering the
period from January 1991 to August 1998, if the spot price for gold is above the call option
contract price at the time the contracts expire.
During 1990 and 1989, the Company closed certain of its forward contracts for proceeds of
$750 and $2,300, respectively. Additionally, the Company closed put and call option contracts for
proceeds of $350 in 1990 and $400 in 1989. At December 31, 1990, $2,400 of these proceeds were
deferred and will be included in sales at the time the hedged production is sold, of which $1,900
was included in accrued and other current liabilities.•
• •••
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The Company is currently negotiating a $75,000 multi-option financing agreement which is to
be used solely for the construction and development of the Hayden Hill Project. A syndicate of
major banks has underwritten the $75,000 commitment for this financing and it is expected that the
agreement will be finalized in the first quarter of 1991. Under this facility, Lassen Gold Mining,
Inc. (Lassen Gold), a wholly owned subsidiary of the Company that owns the Hayden Hill Project,
is expected to be able to borrow gold (not to exceed 200,000 ounces), silver (not to exceed
2,500,000 ounces) and/or cash, the sum of which cannot exceed the total commitment amount of
$75,000. In anticipation of drawing gold ounces under this multi-option financing, as of December
31, 1990 the Company sold call option contracts under which the Company may be obligated to
make future gold sales of 18,000 ounces at an average price of $414 per ounce, covering the period
through June 30, 1991, if the spot price is above the call option contract price at the time the
contracts expire. If such contracts are exercised, gold ounces will be drawn and sold under the
financing, with the net proceeds from these contracts being recorded as unearned revenue.

AMCA INTERNATIONAL LIMITED, DECEMBER 31, 1990
Notes to Financial Statements
For the years ended December 31, 1990, 1989, and 1988 (US $ Thousands)
10. Contingent Liabilities
••••

At December 3 1 , 1990, the company has approximately $30,000 of receivables under recourse
agreements. Reserves have been provided for any anticipated losses under the agreements.

AON CORPORATION, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
10. Commitments and Contingencies
• •• •

Financial Instruments
Aon has certain investment commitments to provide capital and fixed-rate loans totaling $39.6
million and $50.6 million at December 31, 1990 and 1989, respectively. These commitments
involve varying elements of credit and market risk. These commitments are collateralized by
related properties of the underlying investments.
Aon has entered into debt guarantee commitments involving certain investment interests. As
of December 31, 1990 and 1989, these debt guarantee commitments amounted to approximately
$10.7 million and $22.1 million, respectively.
In 1990, a subsidiary of Aon entered into an agreement with a financial institution whereby the
subsidiary sold certain short-term receivables, with limited recourse. The agreement provides for
sales of receivables on a continuing basis through December 1993 with the financial institution’s
aggregate net investment not to exceed $40 million. As of December 31, 1990, receivables sold
totalling $30.6 million remain to be collected. Aon’s credit risk related to amounts that may be due
under recourse provisions that could exceed recorded estimates. At December 31, 1990, this
exposure is not considered material.
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ARKLA INC., DECEMBER 31, 1990
Notes to Consolidated Financial Statements
1. Accounting Policies
••••

Credit Risk and Off-Balance-Sheet Risk
• •••

As described in Note 12, the company has entered into an agreement under which it sells, on
a revolving basis and subject to a floating interest rate provision, an undivided interest in a
designated pool of accounts receivable with limited recourse. The company has retained servicing
responsibility under this agreement, for which it is paid a fee. At December 31, 1990, there were
$186.0 million of receivables transferred under the program and uncollected. These receivables were
collateralized by approximately $18 million of the company’s remaining receivables, which
collateral represents the maximum exposure to the company should all receivables transferred prove
ultimately uncollectible.
12. Financing
••••

In June 1990, the company entered into an agreement to sell, on a revolving basis, an undivided
percentage ownership interest in a designated pool of accounts receivable with limited recourse.
The agreement, which after amendment in early 1991, allows for the sale of accounts receivable
up to a maximum of $300 million, expires not later than June 1995. At December 31, 1990,
"Accounts and notes receivable" as shown in the accompanying Consolidated Balance Sheet is net
of $186.0 million representing receivables sold. Included in "Other, net" in the accompanying
Consolidated Statement of Income is expense of approximately $7 million relating to the sale.
••••

BLACK & DECKER CORPORATION, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
The Black & Decker Corporation and Subsidiaries
(Thousands o f Dollars Except per Share Data)
Note 5: Trade Receivables
••••

Sale of Receivables Program: During 1990, the Corporation entered into an agreement whereby
it can sell up to $300,000 of accounts receivable with limited recourse. The program was
implemented to take advantage of the fact that the discount on the sale is less costly than borrowing
under the acquisition credit agreement. At December 31, 1990, the Corporation had sold $204,900
of receivables under this program. The discount on sale of receivables is included in other expense
(income).
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BLOUNT INC., FEBRUARY 28, 1991
Blount, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
Note 8: Commitments and Contingent Liabilities
• •• •

The Company’s contingencies include normal liabilities for performance and completion of
construction contracts. At February 28, 1991, the Company had outstanding bank letters of credit
in the approximate amount of $24.8 million issued principally in connection with various
construction contracts for which it is contingently liable to the issuing banks in the event payment
is demanded by the holder. Approximately $6.8 million of the letters of credit represent the
Company’s portion of the letters of guarantee issued by a construction joint venture in which the
Company has a 45% interest and are collateralized by joint venture cash and subcontractor
guarantees representing the Company’s 45% share of joint venture collateral as well as all future
cash proceeds from the construction contract. Additionally, letters of credit in the amount of $15
million were issued in connection with an unsuccessful bid on a construction project and will be
ultimately returned by the holder.
• •••

BURLINGTON NORTHERN INC., DECEMBER 31, 1990
Notes to Consolidated Financial Statements
3. Accounts receivable—net
In December 1989, the Company entered into an agreement to sell, on a revolving basis, an
undivided percentage ownership interest in a designated pool of accounts receivable with limited
recourse. The agreement, which allows for the sale of accounts receivable up to a maximum of
$300 million, expires not later than December 1994. Proceeds from the sale of accounts receivable
were $250 million in December 1989. Average monthly proceeds from the sale of accounts
receivable were $246 million in 1990. At December 31, 1990 and 1989, respectively, accounts
receivable are shown net of $300 million and $250 million representing receivables sold. Included
in other income (expense)—net are expenses relating to the sale of $24 million in 1990 and $4
million in 1989. The Company maintains an allowance for doubtful accounts based upon the
expected collectibility of all trade accounts receivable, including receivables sold with recourse.
Allowances for doubtful accounts of $13 million have been recorded at December 31, 1990 and
1989, respectively.

CARDINAL DISTRIBUTION INC., MARCH 31, 1991
Notes to Consolidated Financial Statements
8. Commitments and Contingent Liabilities
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In connection with its supplier relationship with various customers, the Company has guaranteed
certain indebtedness and lease payments. As of March 31, 1991, these guarantees total
approximately $3,335,000.

CONSOLIDATED STORES CORPORATION, FEBRUARY 2, 1991
Consolidated Stores Corporation and Subsidiaries
Notes to Consolidated Financial Statements
Long-term Obligations
••••
The Company was contingently liable for outstanding letters of credit totaling $14,257,000 at
February 2, 1991.
• •••

DAIRY MART CONVENIENCE STORES INC., FEBRUARY 2, 1991
Notes to Consolidated Financial Statements
February 2, 1991, February 3, 1990, and January 28, 1989
13. Contingent Liabilities:
At February 2, 1991, the Company is contingently liable for outstanding letters of credit
amounting to $10,703,000. The Company is also contingently liable as guarantor on certain loans
obtained by convenience store operators to finance the purchase of equipment and initial inventory
in the approximate amount of $3,000,000 at February 2 , 1991. In consideration of these guarantees,
the Company participates with the lending institutions in the interest paid on these obligations,
which are secured by inventory and equipment owned by the convenience store operators.
• •••

DIGITAL MICROWAVE CORPORATION, MARCH 31, 1991
Digital Microwave Corporation
Notes to Consolidated Financial Statements
Note 3. Credit Arrangements
....During the 1991 fiscal year, the Company renegotiated an $11,000,000 revolving line of
credit.... In addition, at March 31, 1991, the Company had issued a standby letter of credit of
$5,500,000 and certain commercial letters of credit totalling $850,000 under this agreement,
resulting in a net amount available for future borrowings of $2,800,000. The terms of this
agreement require the Company to comply with certain financial and other covenants. In addition,
the agreement includes a cross-default provision whereby the Company will be deemed to be in
default of the agreement if there exists a default under any other borrowing arrangement. At March
31, 1991, the Company was not in compliance with all covenants of its line of credit with a bank
in the United Kingdom (see next paragraph).
During fiscal 1991, the Company entered into two lines of credit totalling 8,000,000
pound-sterling with a bank in the United Kingdom, which bear interest at 1% to 2%, respectively,
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over the bank’s base lending rate (12.5% as of March 3 1 , 1991), are secured by the U.S. $5,500,000
standby letter of credit discussed in the preceding paragraph and all assets of the U.K. subsidiary,
and expire on February 1, 1992. At March 31, 1991, the Company had an outstanding balance of
5,100,000 pound-sterling (U.S. $8,904,000) under these agreements, and had 2,900,000
pound-sterling (U.S. $5,000,000) available for future borrowings. The terms of the agreements
require the Company to maintain certain financial and other covenants, including a profitability
covenant, with which it was not in compliance at March 31, 1991. Subsequent to March 3 1 , 1991,
the default condition was waived by the bank.

ELDEC CORPORATION, MARCH 31, 1991
Notes to Consolidated Financial Statements
9. Commitments and Contingencies:
• •• •

Guarantees
The Company is a 49% guarantor on a bank line of credit for DUNLOP-ELDEC Electronics
Ltd., a joint venture with Dunlop Limited of England. The Company’s guarantee approximated
$2,400,000 and $600,000 at March 31, 1991, and March 25, 1990, respectively.

HOME DEPOT INC., FEBRUARY 3, 1991
Notes to Consolidated Financial Statements
Note 7
Commitments and Contingencies
At February 3 , 1991, the Company was contingently liable for approximately $24,500,000 under
outstanding letters of credit issued in connection with purchase commitments.
• •• •

INTERNATIONAL RECOVERY CORP., MARCH 31, 1991
International Recovery Corp. and Subsidiaries
Notes to Consolidated Financial Statements
(2) Long-Term Debt
• •••
In March 1991, the Company entered into a new unsecured credit facility providing a
$25,000,000 revolving line of credit with sublimits of $8,000,000 and $6,000,000 for standby letters
of credit and documentary letters of credit, respectively. Approximately $5,037,000 in standby
letters of credit were outstanding as of March 31, 1991 under the new credit facility. The Company
also had $160,000 outstanding in standby letters of credit from other financing institutions. The
Company has pledged $50,000 as collateral on these letters of credit....
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••••

LIONEL CORPORATION, JANUARY 26, 1991
Notes to Consolidated Financial Statements
Note J—Commitments and Contingent Liabilities:
••••
At January 26, 1991, the Company had outstanding letters of credit of $2,535,000 which were
fully collateralized by bank deposits.
• •• •

STEWART & STEVENSON INC., JANUARY 31, 1991
Stewart & Stevenson, Inc.
Notes to Consolidated Financial Statements
(Dollars in thousands, except per share data)
Commitments and Contingencies
As a custom packager of power systems to customer specifications, the Company issues bid and
performance guarantees in the form of performance bonds or standby letters of credit. Performance
type letters of credit totaled $17,977 at the close of Fiscal 1990.
• •••
Under an agreement with a bank, the Company has guaranteed liabilities of up to $10,000 of
an unrelated party in conjunction with an interim credit agreement between the bank and the
unrelated party for financing a cogeneration project. The Company expects to receive revenues
from projects, equipment sales and operation and maintenance contracts under future power sales
agreements. At the close of Fiscal 1990, the amount guaranteed by the Company under this
agreement totalled approximately $6,438.
••••

TWO PESOS INC., MARCH 31, 1991
Two Pesos Inc.
Notes to Financial Statements
NOTE J—Commitments and Contingencies
••••
At March 31, 1991 and 1990, the Company was contingently liable for approximately $127,000
and $160,000, respectively, related to the guarantee of indebtedness of a franchisee. The debt
matures in July 1993 and bears interest at prime plus 1%.
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WORTHINGTON INDUSTRIES INC., MAY 31, 1991
Worthington Industries, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
Note D—Debt
• •• •

The Company is guarantor on bank loans for two separate joint ventures. The guarantees
totaled $20,400,000 at May 31, 1991.

INFORMATION ON CONCENTRATION OF CREDIT RISK

AIRLEASE LTD, DECEMBER 31, 1990
Notes to Financial Statements
1. Organization and Significant Accounting Policies
Organization—Airlease Ltd., A California Limited Partnership (the "Partnership"),
engages in ....
• •••

Concentration of Credit Risk — At December 31, 1990, all of the sixteen Aircraft owned by
the Partnership (either directly or through joint ventures) were leased to United States commercial
airlines. As discussed in "Management’s Discussion and Analysis of Financial Condition and
Results of Operations and Partnership’s Portfolio and Financial Status of Lessees" contained
elsewhere herein, all Partnership lessees are experiencing some level of financial difficulty. [Ed.
Note: This material is omitted from the survey.] The market conditions affecting the Partnership’s
lessees may also affect the demand for, and value of, the Aircraft in the event the Partnership is
required to remarket Aircraft which are returned.

ALOETTE COSMETICS INC., DECEMBER 31, 1990
Notes to Consolidated Financial Statements
NOTE 19—Concentration of Credit Risk
Financial instruments which potentially subject the Company to concentration of credit risk
consist of investments and trade and notes receivable. The Company’s investments consist
primarily of low risk investments such as certificates of deposit, municipal bonds and government
securities, and, by policy, are not heavily concentrated in any individual security or any one
financial institution. Significant trade and notes receivable are due from the Company’s franchisees.
Other accounts receivable are due from retailers, mass merchants, and in the case of Aloette of
Canada, non-company franchises. The Company performs ongoing credit evaluations of its
customers, and inventory of the debtor is held as collateral on certain receivables.
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AMERICAN OIL AND GAS CORPORATION, DECEMBER 31, 1990

American Oil and Gas Corporation and Subsidiaries
Notes to Consolidated Financial Statements
10. Major customers and concentration of credit risk
Major customers are those that individually account for more than 10% of the Company’s
consolidated revenues. During 1990, one customer accounted for approximately 27% of
consolidated revenues. During 1989, two customers accounted for approximately 19% and 13% of
consolidated revenues. During 1988, two customers accounted for approximately 42% and 21% of
consolidated revenues.
A substantial portion of the Company’s sales is to local distribution companies, electrical and
gas utilities and customers in its primary service area of West Texas. This could affect the
Company’s overall exposure to credit risk inasmuch as these customers could be affected by similar
economic or other conditions. The Company believes its portfolio of accounts receivable is well
diversified and as a result its credit risks are minimal. Historically, the Company’s uncollectible
accounts receivable have been immaterial and typically the Company does not require collateral for
its receivables.

ASHLAND COAL INC., DECEMBER 31, 1990
Notes to Consolidated Financial Statements
Note O—Concentration of Credit Risk and Major Customers
Ashland Coal markets its coal principally to electric utilities in the United States and Europe.
As of December 31, 1990 and 1989, accounts receivable from electric utilities located in the United
States totalled $30,416,000 and $26,758,000, respectively, and accounts receivable from electric
utilities located in Europe totalled $5,570,000 and $5,164,000, respectively. Credit is extended
based on an evaluation of the customer’s financial condition, and generally collateral is not required.
Credit losses are provided for in the financial statements and consistently have been minimal.
Ashland Coal is committed under several long-term contracts to supply coal that meets certain
quality requirements at specified prices. These prices are generally adjusted based on indices.
Quantities sold under some of these contracts may vary from year to year within certain limits at
the option of the customer. Sales (including spot sales) to major customers were as follows:
(In thousands)
Customer A
Customer B
Customer C

1990

1989

$94,418
71,853
39,053

$80,013
78,457
39,034

1988
$87,166
57,602
4,486

In 1990, 1989 and 1988, Ashland Coal had export sales, principally to European customers, of
$90,066,000, $35,651,000 and $35,020,000, respectively.
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AZTAR CORPORATION, DECEMBER 31, 1990

Financial Review
Accounts Receivable
The Company’s principal operations are conducted in Atlantic City, New Jersey at TropWorld
and Las Vegas and Laughlin, Nevada at the Tropicana and the Ramada Express. TropWorld has
a concentration of credit risk in the northeast region of the U.S. Approximately 50% of the
receivables at the Nevada operations are concentrated in Asian and Latin American customers and
the remainder of their receivables are concentrated in California and the southwest region of the
U.S. As a general policy, the Company does not require collateral for these receivables. At
January 3, 1991 and December 28, 1989, the net receivables at TropWorld were $18,421,000 and
$19,520,000, respectively, and the net receivables at the Tropicana and the Ramada Express
combined were $13,424,000 and $12,542,000, respectively.
• •• •

BADGER METER INC., DECEMBER 31, 1990
Notes to Consolidated Financial Statements
Badger Meter, Inc. December 31, 1990, 1989, and 1988
Note 3—Transactions with affiliated company and concentration of credit risk
In December 1988, the company sold 85% of its investment in Medidores Azteca, S.A.
(Azteca), a previously wholly owned Mexican subsidiary, for a note receivable of $425,000. The
note is payable in periodic installments including interest with the balance due by December 31,
1993. The balances due at December 3 1 , 1990 and 1989 were $303,000 and $399,000, respectively.
The company’s 15% investment ($75,000) and the long-term portion of the note receivable are
included in other assets in the accompanying consolidated balance sheets.
During 1990, the company loaned the majority shareholders of Azteca $150,000 to purchase
the corporation which owned the Azteca manufacturing facility (total purchase value $450,000). The
company holds a ten year note requiring monthly payments secured by the shares of such
corporation. The balance due at December 31, 1990, was $147,000 and is included in other assets
in the accompanying consolidated balance sheet.
During 1990 and 1989, the company sold approximately $1,865,000 and $423,000 of goods to
Azteca. Trade receivables from Azteca at December 31, 1990 and 1989 were $1,104,000 and
$418,000, respectively.

BAXTER INTERNATIONAL INC., DECEMBER 31, 1990
Notes to Consolidated Financial Statements
Concentration of Credit Risk and Financial Instruments
The company provides credit, in the normal course of business, to hospital, private and
governmental institutions and health-care agencies, insurance agencies and doctors’ offices. The
company performs ongoing credit evaluations of its customers and maintains reserves for potential
credit losses which, when realized, have been within the range of management’s expectations.•
• •••
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The company invests the majority of its excess cash (primarily generated in Puerto Rico) in
certificates of deposit with major banks located there. These certificates typically have a maturity
of 30-45 days. The company has not experienced any losses on its certificate of deposit
investments.

BOEING COMPANY, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
Years Ended December 31, 1990, 1989, and 1988
Note 15
Significant Group Concentrations of Credit Risk
Substantially all financial instruments entered into by the Company relate to the U.S.
Government and international and domestic commercial airline customers. As of December 31,
1990, the Company’s financial instruments balance includes $3,123 that are off-balance-sheet and
described in Note 14, and $2,547 that appear as Accounts Receivable and Customer Financing on
the Consolidated Statement of Financial Position. [Ed. Note: Note 14 is omitted from this survey.]
The Accounts Receivable total includes $1,491 relating to the U.S. Government. Customer financing
for aircraft is collateralized by security in the related asset, and historically, the Company has not
experienced any problem in accessing this collateral.

CHALONE INCORPORATED, DECEMBER 31, 1990
Note A—Summary o f Significant Accounting Policies
• •• •
9. Concentration of Credit Risk
The Company sells the majority of its products to wholesale distributors, restaurants, and retail
establishments throughout the United States, Canada and Europe. The Company performs ongoing
credit evaluations of its customers and generally does not require collateral. The Company
maintains reserves for potential credit losses and such losses have been within management’s
expectations.

COACHMEN INDUSTRIES INC., DECEMBER 31, 1990
Notes to Consolidated Financial Statements
For the years ended December 31, 1990, 1989, and 1988
Note 1: Significant Accounting Policies
••••
Revenue Recognition, Concentrations of Credit Risk and Allowances for Credit Losses — Sales
are recognized as revenue upon shipment. The Company has a concentration of credit risk in the
recreational vehicle industry, although there is no geographic concentration of credit risk. The
Company performs ongoing credit evaluations of its customers’ financial condition, and sales to the
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recreational vehicle dealers are generally subject to pre-approved dealer floor plan financing
whereby the Company is paid upon delivery or shortly thereafter. The Company generally requires
no collateral from its customers, although certain receivables arising from loans to dealers and sales
of real estate are sometimes collateralized with certain assets and or personal guaranties of the
borrower. Future credit losses are provided for currently through the allowance for doubtful
receivables and actual credit losses are charged to the allowance when incurred.
• •••

ADOLPH COORS COMPANY, DECEMBER 30, 1990
Adolph Coors Company and Subsidiaries
Notes to Consolidated Financial Statements
Note 1:
Summary of Accounting Policies
••••

Concentration of credit risk:
The majority of the accounts receivable balances as of December 30, 1990, and December 31,
1989, were from malt beverage wholesalers. The Company secures substantially all of this credit
risk with the purchase of money security interests in inventory and proceeds, personal guarantees
and/or letters of credit.
••••

CTS CORPORATION, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
NOTE A—Summary of Significant Accounting Policies
• •• •

Concentration of Credit Risk: The Company sells its products to customers primarily in the
data processing, automotive, defense and aerospace, and communications equipment industries,
primarily in North America, Europe and the Pacific Rim. The Company performs ongoing credit
evaluations of its customers to minimize the credit risk. The Company generally does not require
collateral.
• •••

DUCOMMUN INCORPORATED, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
Note 13. Major Customers and Concentrations of Credit Risks
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The Company provides proprietary products and services to most of the prime aerospace and
aircraft manufacturers. As a result, the Company’s sales and trade receivables are concentrated
principally in the aerospace industry.
The Company had substantial sales to Boeing, McDonnell Douglas and Martin Marietta.
During 1990, 1989 and 1988, sales to Boeing were $12,357,000, $9,659,000 and $3,335,000,
respectively; sales to McDonnell Douglas were $8,763,000, $8,454,000 and $7,948,000,
respectively; and sales to Martin Marietta were $5,919,000, $5,076,000 and $3,127,000,
respectively. At December 31, 1990, trade receivables from Boeing, McDonnell Douglas and
Martin Marietta were $1,153,000, $1,358,000, $293,000, respectively. While sales and receivables
relating to Boeing and McDonnell Douglas are diversified over a number of different commercial
and military programs, sales and receivables relating to Martin Marietta are almost entirely in
connection with the Space Shuttle Program.
In 1990, 1989, and 1988, foreign sales to manufacturers worldwide accounted for 23%, 17%
and 12% of total sales, respectively.

E.I. DU PONT DE NEMOURS AND COMPANY, DECEMBER 31, 1990
Notes to Financial Statements
(Dollars in millions, except per share)
8. Accounts and Notes Receivable(*)
• •••
(*) See Note 25, page 42, for a description of business segment markets and associated
concentrations of credit risk.
25. Industry Segment Information
The company has six principal business segments that manufacture and sell a wide range of
products to many different markets, including the energy, transportation, textile, construction,
automotive, electronics, printing, health care, packaging and agricultural markets. The company’s
sales are not materially dependent on a single customer or small group of customers. The Fibers,
Polymers and Coal segments, however, have several large customers in their respective industries
that are important to these segments’ operating results.
••••

ELI LILLY AND COMPANY, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
Eli Lilly and Company and Subsidiaries
(Dollars in millions, except per-share data)
Note 9: Financial Instruments
In 1990, the company adopted Statement of Financial Accounting Standards No. 105, which
requires disclosure of information about financial instruments with off-balance-sheet risk and
concentrations of credit risk.
••••
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Concentrations of Credit Risk: Financial instruments that potentially subject the company to
credit risk consist principally of trade receivables and interest-bearing investments. Wholesale
distributors of life-science products account for a substantial portion of trade receivables; collateral
is generally not required. The risk associated with this concentration is limited due to the large
number of wholesalers and their geographic dispersion.
The company places substantially all its interest-bearing investments with major financial
institutions and, by policy, limits the amount of credit exposure to any one financial institution.

ENDEVCO INC., DECEMBER 31, 1990
Notes to Consolidated Financial Statements
Endevco, Inc. and Subsidiaries
1. General and Significant Accounting Policies
• •••

(f) Concentrations of credit risk
The Company markets natural gas and refined products to utilities, local distribution companies,
and industrial end-users. The Company performs on-going credit evaluations of its customers and
generally does not require collateral. Credit losses are provided for in the consolidated financial
statements and consistently have been within management expectations.
The Company has cash deposits with various banks consisting principally of demand deposits
and time deposits. These deposits generally have maturities of one-year or less, and bear minimal
risk. The Company has not experienced any losses on its cash deposits.

ENRON CORP., DECEMBER 31, 1990
Enron Corp. and Subsidiaries
Notes to the Consolidated Financial Statements
16. Concentrations of Credit Risk and Other Financial Instruments
Enron’s gas pipeline and marketing affiliates have a concentration of customers in the electric
and gas utility industries. Additionally, Enron’s oil trading and transportation companies have a
concentration of customers comprised of integrated oil companies. These concentrations of
customers may impact Enron’s overall exposure to credit risk, either positively or negatively, in that
the customers may be similarly affected by changes in economic or other conditions. However,
Enron’s management believes that the portfolio of receivables is well diversified and that such
diversification minimizes any potential credit risk. Credit losses incurred on receivables in these
industries compare favorably to losses experienced on Enron’s receivable portfolio as a whole.
Receivables are generally not collateralized.

FLORIDA PROGRESS CORPORATION, DECEMBER 31, 1990
Notes to Consolidated Financial Statements
(12) Commitments and Contingencies

109

Off-Balance Sheet Risk and Concentrations of Credit Risk
••••
Progress Credit Corporation’s (PCC) investments in leases, loans and securities include
investments in the airline and commercial real estate industries. [Ed. Note: PCC is a subsidiary
o f Florida Progress Corporation.] As a lessor, PCC had investments in finance leases, net of
non-recourse debt, of $300 million in aircraft equipment and $20 million in commercial real estate
as of December 31, 1990.
As a senior lender, PCC’s loans to entities associated with the airline industry totaled $162
million at December 31, 1990. PCC’s loans are secured by first mortgage liens on aircraft, aircraft
engines or spare parts. These loans are further collateralized, where applicable, by an assignment
to PCC of the borrowers’ lease agreements with third party users of the secured equipment and
selected third party guaranties.
At December 31, 1990, PCC, as a senior lender, had receivables totaling $137 million from
borrowers engaged in commercial real estate activity. These loans are secured by first mortgage
liens on the related commercial real estate and selected third party guaranties.
PCC has, in its portfolio, aircraft equipment leased to Continental Airlines Inc. (Continental)
either directly or as a lender to an operating lessor of equipment to Continental. Continental filed
a petition for reorganization under the Bankruptcy Code on December 3, 1990. PCC’s investment
in equipment currently used by Continental totals approximately $62 million net of non-recourse
debt and deferred income taxes on leveraged leases. Continental has continued to operate its flights
despite the filing. PCC believes the value of the collateral as well as the guaranties underpinning
the transactions and the loss reserves accrued to date are sufficient to prevent Continental’s action
from having a material adverse effect on the Company.
• •••
GATX CORPORATION, DECEMBER 31, 1990
GATX Corporation & Subsidiaries
Notes to Consolidated Financial Statements
NOTE K—Commitments and Concentrations of Credit Risk
GATX’s revenues are derived from a wide range of industries and companies. However,
approximately 50% of total revenues are generated from the transportation or storage of products
for the chemical and petroleum industries. In addition, 16% of GATX’s assets consist of
commercial aircraft operated by various domestic and international airlines.
Under its lease agreements, GATX retains legal ownership of the asset. With loan financings,
the loan is collateralized by the equipment. GATX performs credit evaluations prior to approval
of a lease or loan contract. Subsequently, the creditworthiness of the customer and the value of the
collateral are monitored on an ongoing basis. GATX maintains an allowance for possible losses
and other reserves to provide for potential losses which could arise should customers become unable
to discharge their obligations to GATX and to provide for permanent declines in investment value.
• •••
GITANO GROUP INC., DECEMBER 31, 1990
Notes to Consolidated Financial Statements
(dollars in thousands, except per share data)
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1. Summary of Significant Accounting Policies
• •••

Concentration of Credit Risk
In recent years, a number of mass merchants, which include certain of Gitano’s large customers,
have been involved in highly leveraged financial transactions. Gitano has taken a number of
measures designed to take into account this situation and continues to monitor developments in this
regard. To date, developments within these mass merchants have resulted in Gitano providing
approximately $2.2 million for estimated losses. In light of Gitano’s net sales which are made to
these mass merchants, any material difficulties encountered by such customers could have an
adverse effect on Gitano’s financial position or results of operations.

HARVEY GROUP INC., FEBRUARY 2, 1991
Notes to Consolidated Financial Statements
NOTE 1—Summary of Significant Accounting Policies
Concentration of Credit Risk: The Company, through its divisions and subsidiaries, is engaged
in the food brokerage business and the retail sale and service of advanced consumer electronic
equipment, consisting of home audio and video equipment. The Company performs ongoing credit
evaluations of its customers’/principals’ financial condition and payment history and does not
require collateral. At February 2 , 1991 and January 2 7 , 1990, commissions and accounts receivable
relating to the Company’s food brokerage division were $2,678,504 and $2,711,651, respectively.
Accounts receivable from the Company’s related electronics business was $646,187 and $399,703,
respectively, for the same periods. Generally commissions and accounts receivable are due within
30 days. Credit losses have historically been insignificant and consistently within management’s
expectations.
••••

CARL KARCHER ENTERPRISES INC., JANUARY 28, 1991
Notes to Financial Statements
NOTE 18. Concentrations of Credit Risk
Accounts receivable and notes receivable consist primarily of amounts due from franchisees for
sales of food and equipment. Notes receivable are typically collateralized by the equipment sold.
The Company’s marketable securities at January 2 8 , 1991 and January 29, 1990 consist of the
following:
1991
Money market preferred stock funds
Adjustable rate preferred stock
Fixed rate preferred stock
Debt securities
Common stock and other

$

235
6,118
14,896
2,072
5,179
$28,500

1990
$ 6,021

5,874
4,717
1,618
12,455
$30,685
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The Company’s long-term investments at January 28, 1991 and January 29, 1990 consist of the
following:

Preferred stock
Debt securities

1991

1990

$ 9,714
9,231
$18,945

$10,042
12,766
$22,808

Marketable securities and long-term investments consist of holdings in a wide variety of
industries, including the banking and food industries.

PROLER INTERNATIONAL CORP., JANUARY 31, 1991
Notes to Consolidated Financial Statements
Proler International Corp. and Subsidiaries
1. Summary of Significant Accounting Policies
••••
Concentration of Credit Risk
The Company sells its products primarily to steel mills in North America. The Company
performs ongoing credit evaluations of its customers and requires letters of credit on foreign sales.
The Company maintains reserves for potential credit losses and such losses have been within
management’s expectations.
The Company invests its excess cash in deposits with major banks and in money market
securities of companies from a variety of industries. These securities typically mature within ninety
days. The Company has not experienced any losses on its money market investments.
• •• •

SCS/COMPUTE INC., JANUARY 31, 1991
Notes to Consolidated Financial Statements
January 31, 1991 and 1990, April 30, 1989
NOTE 1: Organization and Summary of Significant Accounting Policies
• •• •

Concentration of Credit Risk
In March 1990, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards (SFAS) No. 105. This statement requires disclosure of information about
financial instruments with off-balance-sheet risk and about financial instruments with concentrations
of credit risk.
The Company sells its products to accounting and tax professionals throughout the United States
and generally does not require collateral. The Company maintains reserves for potential credit losses
and such losses have been within management’s expectations.
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The Company invests its excess cash in deposits with major financial institutions, government
agency securities and in commercial paper of companies with strong credit ratings. Generally, the
investments mature within 90 days and therefore are subject to little risk. The Company has not
experienced losses related to these investments.
• •••

SILVAR-LISCO, MARCH 31, 1991
Notes to Consolidated Financial Statements
(In thousands, except per share data)
1. Summary of Significant Accounting Policies

• •• •

Concentration of Credit Risk
The concentration of credit risk in the Company’s accounts receivable with respect to the
semiconductor industry is substantially mitigated by the Company’s credit evaluation process,
reasonably short collection terms, and the geographical dispersion of revenue. Although the
Company generally does not require collateral, reserves for potential credit losses are maintained
and such losses have been within management’s expectations.
The Company places its cash with high credit quality financial institutions and limits the
amount of credit exposure to any one financial institution.
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APPENDIX A
USING NAARS TO OBTAIN ADDITIONAL EXAMPLES OF INFORMATION ABOUT
FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK OR
CONCENTRATIONS OF CREDIT RISK
Readers of this survey can use National Automated Accounting Research System (NAARS)
to obtain additional examples of information about financial instruments with off-balance-sheet
risk or concentrations of credit risk. Readers without access to NAARS can do so by requesting
the AICPA to conduct a search for additional examples. For further information, call Hal Clark
at (212) 575-3859.
Readers who have access to NAARS can obtain additional examples by using the search
frames that were used to obtain the examples presented in this survey. The following search
frames were used for this survey to obtain examples of the disclosure of information about
financial instruments with off-balance-sheet risk:
STATEMENT OR STANDARD OR FASB OR SFAS W/6 105
OFF BALANCE SHEET W/4 RISK
LOAN COMMITMENT
CREDIT W/3 COMMITMENT
LETTER OF CREDIT
GUARANTEE NOT W/SEG INSIDR
INTEREST RATE W/3 CAP OR FLOOR
INTEREST RATE FUTURE
INTEREST RATE OPTION
INTEREST RATE SWAP
RECOURSE W/4 RECEIVABLE
CURRENCY OR EXCHANGE W/7 CONTRACT OR AGREEMENT
CURRENCY W/4 SWAP
SHORT SALE
SOLD SHORT
PUT OPTION
CALL OPTION
The following search frame was used to obtain examples of the disclosure of information
about financial instruments with concentrations of credit risk:
CONCENTRATION W/2 CREDIT RISK
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FINANCIAL REPORT SURVEYS*
23

Illustrations and Analysis of Disclosures of Inflation Accounting Information (1981)
A survey of the application of the requirements of FASB Statement Nos. 33, 39, 40, and 41

24

Illustrations of Foreign Currency Translation (1982)
A survey of the application of FASB Statement No. 52

25

Illustrations of Accounting for Innovative Financing Arrangements (1982)

26

Updated Illustrations of Management’s Discussion and Analysis of Financial Condition and Results of
Operations (1983)
A survey of the application of recently amended Rules 14a-3 and 14c-3 of the Securities
Exchange Act of 1934 in annual reports to shareholders

27

Illustrations of Accounting and Reporting by Development Stage Enterprises (1984)
A survey of the application of FASB Statement No. 7

28

Illustrations of Accounting for Enterprises in Unusual Circumstances and Reporting on Them by
Independent Accountants (1984)
A survey of • troubled enterprises • reorganized enterprises • liquidating enterprises

31

Illustrations of "Push Down" Accounting (1985)

32

Illustrations of Accounting for In-Substance Defeasance of Debt (1986)
A survey of the application of FASB Statement No. 76

33

Illustrations of Accounting for Pensions and for Settlements and Curtailments of Defined Benefit
Pension Plans (1987)
A survey of the application of FASB Statement Nos. 8 7 and 88

34

Illustrations of Accounting for the Inability to Fully Recover the Carrying Amounts of Long-Lived
Assets (1987)
A survey of the subject of an issues paper by the AICPA Accounting Standards Division’s Task
Force on Impairment of Value

35

Update Illustrations of Reporting Accounting Changes (1987)
A survey of the application of APB Opinion No. 20, as amended

36

Illustrations of Accounting Policy Disclosure (1987)
A survey of the application of APB Opinion No. 22

37

Illustrations of Accounting for Income Taxes (1989)
A survey of the application of FASB Statement No. 96

38

Illustrations of Cash-Flow Financial Statements (1989)
A survey of the application of FASB Statement No. 95

39

Quasi-Reorganizations (1989)
A survey of quasi-reorganizations disclosed in corporate annual reports to shareholders

40

Illustrations of the Presentation of Financial Information About Consolidated Nonhomogeneous
Subsidiaries
A survey of the application of FASB Statement No. 94

41

Illustrations of Departures From the New Standard Auditor’s Report on Financial Statements of
Business Enterprises (1990)
A survey of the application of SAS No. 58

42

Illustrations of the Disclosure of Related-Party Transactions (1990)
A survey of the application of FASB Statement No. 5 7

43

Illustrations of Compliance Findings in Single Audit Reports of Local Governmental Units (1991)
A survey of reporting under the Single Audit Act of 1984 and OMB Circular No. A -128

44

Illustrations of Pro Forma Financial Statements That Reflect Subsequent Events (1991)

45

Illustrations of Management’s Discussion and Analysis of Financial Condition and Results of
Operations (1991)
A survey of the application of Item 303 of Regulation S— K and Section 501 of the Codification of
Financial Reporting Policies of the Securities and Exchange Commission, as modified by
Financial Reporting Release No. 36, issued M ay 18, 1989

46

Illustrations of the Disclosure of Information About Financial Instruments With Off-Balance-Sheet
Risk and Financial Instruments With Concentrations of Credit Risk
A survey of the application of FASB Statement No. 105

*F R S Nos. 1— 22, 29, and 30 are no longer in print.

TECHNICAL HOTLINE
The AICPA Technical Information Service answers
inquiries about specific audit or accounting problems.
Call Toll Free
(800) 223-4158 (Except New York)
(800) 5 2 2 -5 4 3 0 (New York Only)
This service is free to AICPA members.
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